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Foreword

The creation of the Development Funds for Africa(b) improvements in marketing efficiency require a
(DFA), and, more recently, funding contraints have  good understanding of the structural arrange-
challenged the U.S. Agency for International Devel-  ments, organization and operating strategies avail-
opment (USAID) to scrutinize vigorously the effec- able to those entrepreneurs who constitute the
tiveness and impact of its development assistance majority of the business entities;

programs in Africa and to make adjustments needeglc)
to improve on the record of the past. Structural Ad-
justment programs have been adopted by many sub-
Saharan African countries, albeit reluctantly, and some
significant economic development progress has been To enhance the analytical guidance and technical
made. As donor agencies face severe cutbacks afdpport that the African Bureau provides to the field,
restructuring of their own and as less assistance b&D/PSGE initiated a series of assessment of donor
come available to developing countries, in sub-Sadgencies’ innovative agribusiness projects in a num-
haran Africa and elsewhere, new ways must be founber of sub-Saharan Africa countries to develop case
to channel the declining resources to their most effectudies of agribusiness firms targeted by or benefit-
tive and productive uses. Donor agencies like USAIDtiNg from these projects. The objective of the assess-
therefore, are increasingly looking at the private secnents was to provide the Africa Bureau and Field
tor for new and innovative ways of improving com- Missions with an understanding of the role and sig-
petitiveness, and often to agriculture as the potentidlificance of new, innovative agricultural marketing
catalyst for generating broad based, sustainable ecghd agribusiness programs being implemented, and
nomic growth. In the light of the DFA and sub- to synthesize a cogent set of lessons learned and their
Saharan African countries’ recent development expemplications for USAID agribusiness project design
riences under Structural Adjustment Program, thé&nd implementation.

USAID Africa Bureau’s Office of Sustainable Devel- This document is Volume 3 of a five-volume set

opment, Division of Productive Sector Growth a”dpresenting the East Africa (Kenya and Uganda) re-
Environment (formerly ARTS/FARA), has been ex- gearch findings. The East Africa research addressed

amining the Agency's approach to the agriculturaly)| of the key focus areas of Non-traditional Agricul-
sector.

tural Exports Development, Association Development,
In January 1991, the Africa Bureau adopted “ASmall and Medium Enterprise Development, Finan-

Strategic Framework for Promoting Agricultural cial Services to Agribusinesses and Monitoring and

Marketing and Agribusiness Development in sub-Evaluation.

Saharan Africa” to provide analytical guidance to  pp; Associates, under the Global Bureau’s AMIS

USAID/W, REDSOs, and field missions. The frame-y| project, conducted the field research and report

work suggested that:

such improvements could have a significant ben-
eficial impact on incomes, foreign exchange earn-
ings, domestic consumption and food security.

preparation. The USAID field mission in each coun-
(a) while technical and environmental problems mustry collaborated with PSGE/PSD and Abt Associates,
continue to be addressed, a major cause of podfe contractor, and was particularly helpful in provid-
performance of the agricultural sector has beeffld counsel and direction of the field research and
the inefficiency of the market structures and stratfeviewing of the field draft report.
egies;

Vii



SD/PSGE believes that the findings and recom-
mendations of this report will help the Africa Bureau,
field missions, host country governments, and pri-
vate sector groups make more informed decisions on
future project design, implementation, monitoring,
and evaluation.

David Atwood

Chief, Productive Sector Growth
and Environment Division

Office of Sustainable Development
Africa Bureau

USAID
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Executive Summary

USAID Missions, and to a lesser extent other donors, The methodology utilized for this activity con-
are designing and implementing agribusiness prosisted of the following four basic steps: (1) identify
grams intended to develop more efficient agriculturaland select Key Focus (apparent high-opportunity)
product marketing systems. USAID does not yet havéreas for research based on current USAID interests
effective monitoring and evaluation mechanisms forand the anticipated potential to positively affect agri-
these recently established programs nor have the lesusiness development. The four Areas chosen —
sons learned from these innovative projects been didased on a literature review, interviews in Washing-
seminated to Missions. ton, and a field survey — wemon-traditional ag-

The Africa Bureau’'s SD/PSGE Division there- r.|cultural exports (NTAE) developrpent, assoc!a-
tion development, small and medium enterprise

fore requested the Agribusiness and Marketing lm_SME devel i il ices t .
provement Strategies Il (AMIS Il) project to imple- ( ) development andfinancial services to agri-

ment an activity titled “Innovative Approaches to business (2) select projects relevant to activity ob-

Agribusiness Development in Sub-Sahara Africa.”jeCtiveS and the Key Focus Areas that are sufficiently

The purpose of this activity was to assess donogeveloped to at leastart yielding lessons learned

S . L . . pased on an initial field trip and discussions with
agencies’ innovative agribusiness projects in a num-

ber of Sub-Saharan Africa (SSA) countries and toMISSIO.n and Bureau managers, select field research
. L . %ountrles (for this report Kenya and Uganda) based

develop case studies of agribusiness firms targete i i
n the location of these projects; (3) complete a sec-

by or benefiting from these projects. The objective of’

the activity is to provide the Africa Bureau and Fieldond field trip to collect detailed information on the

Missions with an understanding of the role and Sig_selected projects and do case studies on target benefi-

nificance of new, innovative agricultural marketing ciaries, primarily via in-depth interviews with project

L . managers, donor management, and beneficiaries; and
and agribusiness programs being implemented, an

to synthesize a cogent set of lessons learned and thgilp analyze the information collected, extract lessons

implications for USAID agribusiness project designleamed_’ an'd suggest the |mpI|cat|ops for enhancing
. . the design, implementation, and monitoring and evalu-
and implementation.

ation of USAID agribusiness projects.
The AMIS Il project was established to provide

USAID with access to private sector commercial ex- The entire Innovative Approaches project has

pertise that would help improve agribusiness marke fwo phases. Phase |, this report, covers East Africa

ing. The major focus of AMIS Il is to stimulaiteput and Phase Il covers West Africa, Southern Africa,

supply and postharvest-based, private sector led, eccz)i_nd three secondary literature studies. Innovative Ap-

nomic developmenThe AMIS Il approach is to ad- proaches research findings are reported in separate

dress agribusiness marketing efficiency and effec\-mlumes for East Africa (Kenya and Uganda), South-

. ! o . ern Africa (Zimbabwe, Mozambique, and Tanzania),
tiveness improvement, and agribusiness projectimpact

. . and West Africa (Ghana, Mali, and Senegal). There
measurement and evaluation, frompanmercialper-

. . . ... will also be separate volumes reporting on the Sec-
spective. This report is therefore more prescriptive . .
. . Pndary Research Findings and Overall Project Sum-
and less descriptive than a typical USAID documen 4 Conclusi
and is based on the expert judgments of analysts with 2ry and -onclusions.
extensive private sector operating experience.



should be a condition for continued donor support of
an association’s. Guidelines need to be developed to
assess an association’s potential for success and to
monitor how effectively an association is serving its
Non-Traditional Agricultural Exports (NTAE) member’s priority needs.

Development

EAST AFRICA FINDINGS SUMMARY-
BY KEY FOCUS AREA

Training on how to manage associations, especially
The greatest impact from scarce USAID resourcefinancial management and how to develop or adapt
will be achieved when NTAE projects focus supportprograms that respond to members’ evolving needs, is a
on a few high-potential, medium-sized firms partici- high-yield donor contribution to association develop-
pating in high-potential product lines, as determinednent. Therefore, management training should be a com-
by subsector market opportunity assessments. An oponent of USAID programs to assist associations.
erating constraints analysis will help identify and
prioritize NTAE development constraints for export-
ing firms. Guidelines need to be developed for thes
studies.

Well-focusedandwell-managedssociations can
bridge the gap between small farmers/agribusiness
ﬁrms and the complexities of NTAE markets. Self-
Help Groups (SHGs) of smaller farmers and/or entre-

Technical Assistance to exporters should strike @reneurs, who in turn belong to a donor-assisted as-
balance between high-value (e.g., pre-pack horticulsociation, are a good way to leverage scarce donor
tural products) and lower-value (e.g., cleaned and'A and financial resources.
graded pulses) items in order to mitigate risk and
maximize export earnings. High-value/value adde
exports are more complicated, more capital intensive
and entail significantly higher risks; exporters shoul
be encouraged and supported to optimize value addé&dmall and Medium Enterprise (SME)
— due to the potential for higher returns — by pro-Development

cessing and/or packaging their products. This can b'Fhe two most important constraints on SME devel-
a way to utilize product that doeg np.t meet fres_rbpment are their (1) lack of marketing expertise and
export standards and to employ a significant quantitysy 1inima| knowledge of sources of financial assis-
of local labor. The highest grade product should b?ance (especially working capital) and how to apply

equrted to developed country.markets, a.md 900¢h; them. Donor assistance should concentrate on
guality second-grade product to high purchasing POWEL ase two areas

regional marketsnd then to urban domestic markets.

Matching grants for association (or other institu-
ional) development activities are an effective way to
timulate member involvement and commitment.

SHGs composed of SMEs can be linked to large
enterprises, which can provide the SMEs with inputs,
Planners of business association development projedgchnical assistance, and markets. To be successful,
must determine if the conditions exist for associatiofiowever, the development and sustenance of these link-
success and what type of programs are needed &J€s requires intensive, hands-on management assis-
stimulate that success. Association success criterfance by donors or donor-supported intermediaries.

are: (1) strong leadership with a long-term commit- o congitions for successful smallholder partici-

ment, (2) leadership that is trusted by members, dgsaion in NTAE are: (a) niche markets where producers

nors, and government, (3) minimal government influ+ aye yery few alternative buyers for their output, (b) low

ence, and (4) a clear and relatively narrow focusgapita put high labor intensity, (c) a full-service local
Associations will only become self-

: e f- sustaining if theYexporter who supports the business, and (d) a well-
are effectively and efficiently serving their members’ ogiapjished international market with experienced buyer/

priority needs. A minimum score on an annual MeMeg,norters, Investing project resources in niche market
bership satisfaction survey, conducted by a third partystartupindustries is risky and very expensive.

Association Development



Financial Services to Agribusiness contribution on a project should be monitored and
evaluated. Private sector line managers, both expatri-

The major constraints to agribusiness lending by finan-

cial institutions are the shortage of commercially viableate and local, should be used more extensively by

projects and poor loan and investment “packaging” b;PSAID Missions in the design and monitoring of

the borrowernot the lack of available funds. Therefore, agribusiness development projects, because they have

technical assistance should be a part of any donop much better perspective on the challenges and op-

supported agribusiness finance project and should irp_ortunltles private firms face than do government

. rQc(iiirect or indirect) employees. Direct, local business
clude support for at least business plan development a . o o . i n
. B S experience is likewise important in helping to priori-
loan or investment “packaging.

tize and pursue policy reform issues related to private
Donors can help SMEs identify and apply for sourcesector development.
of financing, especially working capital, at a reasonable . ,
More random beneficiary sampling should be

cost by providing the services of specialized local busi-
P : P sed and results presented by type beneficiary. Cur-

ness consultants to appraise and “package” small projec’fjs.

Normal collateral requirements for SME loans can berent beneficiary selection methodology may bias re-

relaxed if the loan officer has a good understanding O§ults. Impact by type beneficiary will help determine

. . . ) .~ comparative yield on donor resources.
the commercial requirements of the applicant’s business

versus a strict Profit & Loss/Balance Sheet orientationGeneral Recommendations
Full cost recovery for SME (and certainly micro) finan-

: ) : - Semiannual project review forums (Y2 day with a
cial services is very difficult.

broad group of beneficiaries, local government offi-
To achieve a high repayment ratio, a rigorous applieials, and private sector representatives; % day with

cation appraisal by the lender (a feasibility study if thehe project team) should be used to coordinate project

project is large enough to support the cost) is necessa@gtivities, improve their effectiveness, and enhance a

and theborrower should supply a minimum of 50 per-feeling of local “ownership” of the project.

cent of the equityn the venture. In many cases, it is

dvisable for the lending institufi ke di Many of the NTAE, SME and financial services
advisable for the lending institution to make direct pay'development objectives and constraints identified in this

mentfrom Iogn proceeds tothe major suppliers of eqUIpa'lctivity can be addressed by integrating effective and
ment to avoid misuse of the borrowed money. . . . .
focused technical and managerial assistance with debt
Monitoring and Evaluation (M&E) and equity financial services in a single entity — a Food
and Agribusiness Development Center (FADC). Ini-

USAID M&E is in an early stage of development, butt, Ivd o tfunded. the FADC d
is more advanced than that of most donors. Substan":jl y donorand/or governmentiunded, the wou

tial opportunity exists for enhancing USAID M&E, pe structured tg become silf-susta}’lnmg by income de-
) . S . rived from services fees, a “spread” on debt, and entre-
especially as related to direct and indirect impact by ) ]
. . Jpreneur or investor equity buy-backs. The FADC would
project component and type beneficiary, and co ; o ) )
. . be focused on supporting agribusiness enterprises in
versus benefit analysis. . L ) ) ,
identified high opportunity subsectors and overcoming
Progress toward financial self-sustainability the priority constraints they face. Identifying and devel-
should be one of the main measures of performancgping effective and efficiefmtermediary organizations
for projects providing support to associations. Be<e.g., associations, Food and Agribusiness Development

cause the ability to manage cash flow is typicallyCenters, or NGOs/PVOs) is essential for leveraging
weak in associations, the development and monitofscarce project resources.

ing of a Sources and Uses of Funds schedule is an

important performance evaluation tool. Government approval and support for agribusiness

projects are essential, but implementation should be
How extensively agribusiness project managersndependent of direct government involvement since
use private sector advisors and the impact of theihe private sector generally prefers an “arms length”

Xi



relationship with government, and government involvewomen? The specific success criteria and methods
ment in implementation will slow progress. for developing sustainable outgrower schemes, espe-

cially for specialty NTAES, need to be determined.
Key Issues

How effective is most general market information? What is the best and most efficient way to measure

Large firms say they don't need or use it, and smaﬁhe full social and economic impact of support to large-

firms don’'t know how to use it. There is a need toscale enterprises (e.g., the lea_ Roses project in
Uganda)? Because USAID economic development ob-

develop effective ways to measure the usage of mar-

ket information versus the cost of providing it, espe-JeCt'VeS include increasing broad-based income, em-

cially by type of information and type of user. ployment, and foreign exchange generation, these may
be most efficiently achieved through support to medium

Is broad-gauged baseline monitoring data realland large firms. A comparative impact assessment is
necessary? Consider measuring the progress of aseeded to respond to criticisms of this type of assistance;
sisted firms, and the associated indirect benefits, astgat is supporting the “big guys” who appear to need it
satisfactory way to determine the impact of a projectieast. Therefore, there is a need to determine the com-

How can the potential be optimized for outgrower/Parative primary and secondary impact of support for

contract grower schemes on the model of the silk anfi€dium and large versus micro and small enterprises,
vanilla projects in Uganda, schemes that have sudcluding a cost/benefit analysis.
cessfully reached out to both small farmers and

Xii
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1. General Introduction to the
Eight Country Study

plex, the need for monitoring and evaluation has risen
accordingly. The research activity will focus on two
categories of innovative programs to support agricul-
USAID Missions, and to a lesser extent other donorswural marketing development: supporting services and
are designing and implementing programs with thénstitutions; and financial systems and services.”
objective of developing more efficient agricultural
product marketing systems. The Africa Burealits
ricultural Marketing and Agribusiness Development1.3 ~ ANALYTICAL ISSUES TO BE
Strategic Frameworlcalls for examining marketing ADDRESSED

constraints and identifying ways to improve market-

ng gfﬁqency. USAID QOes hot ye_t have effective The research activity calls for the consultant to moni-
monitoring and evaluation mechanisms for recentl){or in the targeted countries the impact of new and
established agribusiness development programs NAlovative programs implemented by any donor

yvays tg dlssemlnate thg Ie.-sson.s learned from thescl%ency and to carry out case studies of agribusiness

innovative projects to Missions in other countries. firms targeted by a project or benefiting from a project.
USAID’s Africa Bureau therefore requested the o ~jjied for in the Statement of Work refer-

Agribusiness and Marketing Improvement Strategie%nced above, the major analytical issues to be ad-

(AMIS II) project to carry out surveys of innovative dressed are-:

agribusiness projects in a number of Sub-Saharan

Africa (SSA) countries for the purpose of providing (1) What are the major constraints that the program

the Bureau and Field Missions with: (a) a compilation O mechanism was designed to address?

of lessons learned to assist in developing future mag2) what are the performance indicators to measure

keting and agribusiness development activities and  jmpact and how do they relate to the goal and
(b) an effective monitoring/evaluation mechanismfor  yyrpose of the mechanism/project?

its present and future activities. The complete Terms ] ]
of Reference for the study are included as Appendi>Q3) What_has been the_ effect of the mechanism/project
E to this report. on private sector investment levels, export pro-

motion, and people-level impacts?

11 BACKGROUND

1.2 OBJECTIVE
1.4 THE AMIS Il APPROACH TO

AGRIBUSINESS DEVELOPMENT
“The objective of this research activity is to increase RESEARCH

understanding of the role and significance of new;
innovative agricultural marketing and agribusiness

programs that Missions are implementing, and toThe AMIS Il Project was designed to provide USAID

synthesize a cogent set of ‘lessons learned.’” In an oficcess to private sector commercial expertise that
of scarce development resources it is primordial tha\f.VOUIOI help improve agribusiness marketing efficiency.

design innovations and project successes be dissemi- The major focus of the project is on stimulating
nated rapidly and replicated elsewhere. As agribusiprivate sector led economic developmentt on
ness development projects have grown more conenabling environment enhancement or social develop-




ment. Although enabling environment enhancement/
social development is an important aspect of eco-

1.5

METHODOLOGY

nomic development, the AMIS Il project addresses it

only when it acts as a constraint to commercial develThe methodology adopted by the AMIS Il team for
opment. AMIS Il focuses primarily on the provision this activity consisted of the following steps:

of inputs to production agriculture and all aspects of
agricultureafter the farm gateThe project does not
look at production agriculture issues unless so dic-
tated by market requirements. The project utilizes a
market ledor demand pullapproach.

The AMIS Il approach is to address agribusiness
marketing efficiency improvement and agribusiness
project impact measurement and evaluation from a
commercial/analytical perspective. Thus the report is
more prescriptive in nature and less descriptive than
a typical USAID project report. In other words, it
deals more with the “so what?” and less with the
“what’'s so” of agribusiness development activities.

The principal authors of this report (Maxwell and
Abbott) are first and foremost agribusiness opera-
tions and consulting professionals with between them
more than 50 years of international private sector
food and agribusiness development experience, much
of which was gained while living and working out-
side the United States. Most of this experience was ia-
management positions with leading food, agribusi-
ness, and agribusiness supply firms such as Beatrice
Foods, ConAgra, Cargill, and FMC, and was focused
on business expansion and market entry in developy
ing countries.

Maxwell currently works for Cargill Technical
Services, which reports to the head of Cargill Africa.
Cargill's Africa operations include 15 agribusinesses
located in 8 different African countries.

The result of the above orientation is a presenta-
tion style that is not academic (replete with numerou$-
footnotes or citations) but crisp, authoritative, and
judgmental. It is based on the authors’ intimate and
extensive knowledge of agribusiness firm operations,
investor/financier perspectives, and their significant
business development/market entry consulting expe-
rience. Therefore, the presentation style used herein
utilizes pointed observations and represents the best
business judgment of highly experienced and sucg
cessful practitioners.

Identify and select Key Focus (apparent high
opportunity) Areas for research based on major
areas of current USAID interest and the antici-
pated potential of a key focus area to positively
affect agribusiness development. The four areas
chosen — based on a literature review, inter-
views in Washington, and a field survey — were
non-traditional agricultural exports, associa-
tion development, small and medium enter-
prise (SME) development,and financial ser-
vices. The first three fall into the category of
“supporting services,” as mentioned in project
objectives (see Section 1.2), while the fourth re-
lates to the second category — financial systems
and services. As part of this effort, the consult-
ants reviewed the procedures used by the Mis-
sions and made recommendations to improve them
(as called for in “Analytical Issues,” Section 1.3
above).

Conduct a literature search on all identifiable
USAID and other donor-supported agribusiness
projects in SSA countries. (See Appendix F for a
list of documents reviewed.)

Based on (1) and (2) above, select the SSA coun-
tries that have agribusiness projects or activities,
sponsored by any donor, that relate to the Key
Focus Areas. Solicit USAID Mission support to
work in those countries that have both relevant
projects and activities and sizeable agribusiness
sectors.

Arrange and complete an initial field trip to coun-
tries where USAID Missions invited the consult-
ants to work, and that have apparently relevant
agribusiness projects and activities being imple-
mented. Collect additional information on the
selected projects and on any others suggested by
field personnel. Confirm mission and REDSO-
level Key Focus Area interest.

Screen the identified projects or activities and



select those that have aspects relevant to projed®hase Il added West Africa, Southern Africa, and
objectives and to the Key Focus Areas and ardhree secondary literature studies.
that sufficiently developed tetart yielding les-

Innovative Approaches research findings are re-
sons learned.

ported in separate volumes for East Africa (Kenya

6. Arrange and complete a second field trip to coland Uganda), Southern Africa (Zimbabwe,
lect detailed information on the most relevantMozambique, Tanzania), and West Africa (Ghana,
projects and do case studies on target beneficiasali, and Senegal). There will also be separate vol-
ries, primarily via in-depth interviews with project umes reporting on the Secondary Research Findings
managers, donor management, and beneficiarieand Overall Project Summary and Conclusions.

sons learned, and suggest the implications fofg|iows:

enhancing the design, implementation, and moni-
toring and evaluation of USAID agribusiness
projects. B Key Regional Findings (organized by the four
areas of focus plus monitoring and evaluation,
general recommendations, and issues deserving
further study)

Introduction

1.6 LIMITATIONS

Research was limited to the countries that respondd Country Specific Studies (separate chapters)

positively to the SD/PSGE request for collaboration. — Entities/Case Studies Selected
The contractor invested considerable time obtaining o )

o o . . — Findings on Donor Projects
permission from Missions to travel to their countries.

USAID has been the only donor interested in — Findings on Associations

agribusiness development and this interest is quite — Findings on Development Finance Orga-
recent. Therefore there are very few USAID projects nizations
with a sufficient track record for in-depth evaluation

(i.e., any results are very short term in nature). Very — Findings on Private Agribusiness Firms

recently, the World Bank and some German donor — Lessons Learned and Implications for
foundations have focused on private sector develop- USAID Planning — organized by the
ment, which often includes agribusinesses. four areas of focus plus monitoring and

evaluation, general recommendations,

At the request of the Africa Bureau, a significant
and issues deserving further study

portion (17 percent) of the budget for this activity
was allocated to the evaluation of a credit project in  Findings on the larger projects and associations
Mali that was not directly related to project objec-were tabulated in matrix format, responding to the
tives. This evaluation was well accepted by the Malspecific research questions listed in the Scope of
Mission, but was not in the original budget and didwork. These matrices are included in appendices to
take resources away from this (Innovative Approachefhe reports. The research questions, as interpreted by
) undertaking. the consultants, are as follows:

1. What project or activity objectives are relevant to

1.7 ORGANIZATION OF THE the areas of focus chosen for study?
INNOVATIVE PROJECT
REPORTS

2. How are these aspects of the activity innovative?

3. What performance indicators were or are being
The entire Innovative Approaches project has two Used to monitor/measure impact of the activity?
phases. Phase I, this report, covered East Africa arm_ How are external influences being managed?



How successful have the relevant interventions 9. What are the relevant implications for USAID

been? project design and implementation?
What new agribusiness opportunities have 10. What new mechanisms or interventions can be
resulted from the activity? suggested to increase the effectiveness of these

What monitoring and evaluation mechanisms, projects or activities

systems, and indicators can be suggested?  11. What indicators of project success can be
suggested, and what is the best way to monitor

What relevant lessons can be learned from this o
those indicators?

activity? What mechanisms worked and did not

work, and how could the impact be improved/ 12. What other useful information should be

enhanced? reported and what are the main unresolved
issues?



2. Introduction to the
East Africa Study

Individuals representing entities from a broad rangdil
of sizes and stage of participation in the food system
were interviewed during the fieldwork in Kenya and
Uganda. A list of these individuals appears in Appen-
dix G; the entities they represent are categorized in
Table 2.1. With respect to the table, please note that:

The focus of this project is on quadrants V, VI,
VIIL, 1X, XI, and XII.

In general, the viability of commercial entities
deteriorates from the top right quadrant (lll) to
the bottom left (X), with commercial, project,
and association risks increasing (due to the va-
garies of nature, lack of management capacity,
and tighter margins) in a very similar manner.

One objective of this project is to identify, based
on lessons learned, sustainable interventions that
will make agribusiness ventures more viable and
vibrant, particularly in quadrants V, VI, VIII, and
IX. However, very few firms, projects, or asso-
ciations were identified in quadrants VI and IX.

All firms shown in the matrix were interviewed
but not all are profiled herein (e.g., House of
Manji and Sega Farms are very large operations
not directly relevant to this study). However,
executives from these firms are board members
of the associations profiled.



Table 2.1 Size Distribution and Focus of Firms, Associations, and Projects Evaluated

Enterprise Size

Production Agricul-

Agribusiness

High Value-Added

Established exporter

Tier 2a

10 - 100

full-time employees:
New exporters (or not
exporting at All)

Tier 2b

10 - 100

full-time employees:
Established exporters

Tier 3 (SMEs)

< 10 full-time
employees

New or interested in
exporting

Quadrant IV
Echuka Farms herbs &
vegetables (K)

Quadrant VII

Quadrant X
KESSFA (K)
CAAS (U)

Natl. Farmers (U)

House of Maniji flour
milling (K)
AAK (K)

Quadrant V

Echuka Farms yoghurt
(K),

Ziwa Roses (U)
ANEPP (U)

Ronco (V)

KTPE (K)

Uganda Hort. (U)
VOCA (U)

Quadrant VIII

KEDS (K)

K-MAP (K)

Karzan (K)

Uganda Grain Export-
ers (U)

Quadrant XI
SEPSO (K)

Vanilla & Silk Projs.(U)
Oilseed Processors (U)

Harriet Ssali (U)

ture Processing
Tier 1 Quadrant | Quadrant I Quadrant Il
> 100 full-time Standard Chartered Lonrho (K) Farmers Choice (K)
employees: Estate Mgt. (K) Sega Farms (K) House of Maniji bakery

(K)

UMA (U)
DFCU (U)
APDF (U&K)

Quadrant VI

Quadrant 1X

Quadrant XII

(K) Kenya
(U) Uganda

Firms ardoldfaced; projects are iitalics; associations aunderlined. Classifications are based omiarity

of the entity’s focus.




3. Key East Africa Findings

Key findings from the Kenya and Uganda analyses

and case studies are presented in this section un

the four key areas of focus, plus findings on monitor-
ing and evaluation. The statements combine “lessons
learned” and “implications” from Chapters 4 and 5 of
this report and are designed to provide guidance to
USAID planners. These statements are based on the
experience of the entities/projects studied in Kenya
and Uganda and on the analyses carried out by the
consultants. Two final sections include general rec-
ommendations and issues deserving further study.

3.1

NON-TRADITIONAL
AGRICULTURAL EXPORT
(NTAE) DEVELOPMENT

NTAE are usually defined as exports of agricultural
products that have historically not been produced
and/or exported from the exporting country. In Kenya
and Uganda these are primarily fresh flowers and
vegetables marketed to European countries.

(1) The greatest economic impact from NTAE ac-

(2)

3)

tivities, both in terms of increasing direct income
and employment as well as indirect benefits, will
come from assistance focused on established,
medium-sized firms (those with 50 to 100 em-
ployees). These firms tend to be the ones with a
reasonable level (e.g., the 50 percent discussed
elsewhere) of equity to invest, trained and expe-
rienced staff, and reasonable market knowledge.

Given that resources are scarce and assuming that
the enabling environment is sufficiently supportive,
USAID projects should focus support on a few
high-potential, medium-sized firms, as determined

by subsector market opportunity studies. Guide{6)

lines need to be developed for these studies.

Flexibility and quick response must be features
of USAID projects assisting an embryonic NTAE
sector because of the rapidly changing condi-

%

®)

tions that characterize export markets.

Intensive technical assistance (TA) to individual
micro (<5 employees), and to a lesser extent
small (5-50 employees), exporting enterprises is
a sub-optimal use of increasingly scarce USAID
resources. These enterprises tend to have a very
high drop-out rate and are unlikely to reach the
point where they can pay for such services. These
types of firms need to be grouped in some way,
such as in an association. (See comments in Sec-
tion 3.2 below.)

TA to exporters of fresh produce should strike a
balance between high-value (e.g., pre-pack hor-
ticultural products), and lower-value (e.g., cleaned
and graded pulses) items in order to mitigate risk
and maximize export earnings. Higher value (or
value-added) exports are more complicated, more
capital intensive, and have significantly higher
risks. However, exporters should be encouraged
and supported to optimize value added — due to
the potential for higher returns — by processing
and/or packaging their products. This not only
can be a way to utilize product that does not meet
fresh export standards, but also can reduce the
need for refrigerated storage and shipping (high
value/low weight) and thereby minimize air freight
costs. Therefore, the highest grade product should
be exported to developed country markets, and
quality second-grade product to high purchasing
power regional markets and then to urban domes-
tic markets, third-grade product where appropri-
ate and feasible should be processed (where
economy of scale opportunities exist) and fourth-
grade used for animal feed.

TA to producers (farmers) for non-traditional
crops is best supplied by highly focused services
provided by exporting firms that market the prod-
uct, or by well-designed donor-supported projects,
rather than by government agencies that have a
much lesser understanding of market require-



ments and often outdated technology.

3.2

ASSOCIATION DEVELOPMENT

(6)

Associations may be groups of (a) processors in a
particular agribusiness subsector, (b) general or spe-
cialized exporters, producers (farmers), or (c) some
combination of the two.

(1)

2)

(3)

(4)

()

Planners of association development projects must
determine at the outset if the conditions exist for
association success and what type of programs
are needed to stimulate that success. Associ?—n
tions are not likely to develop until an industry
gets beyond the embryonic stage, that is, associa-
tion development tends tiollow, not precede
industry development. Association success crite-
ria are: (a) strong leadership with a long-term
commitment, (b) leadership that is trusted by
members, donors, and government, (c) minimal
government influence, and (d) a clear and rela-
tively narrow focus. Guidelines need to be devel-
oped to assess association success potential. T(#)
AMIS 1l project has started this process.

Management training for associations, especially
financial management and how to develop or adapt
programs that respond to members’ evolving needs,
is a high-yield donor contribution to association
development when it is well done. Therefore, man-

destroy the association. Therefore, a degree of
homogeneity in size of member’s firms is desir-
able.

Vertically integrated producer/processor asso-
ciations provide donors the opportunity to suc-
cessfully support non-traditional agricultural ex-
port development while reaching small-scale
farmers. This type of association msosteffec-
tive when the exporters are few in number and
work with relatively large-scale outgrowers, per-
mitting a more cost-effective working relation-
ship.

Well-focusedaindwell-managedssociations can
bridge the gap between small farmers and the
complexities of NTAE markets. Working though
Self-Help Groups (SHGSs) of smaller farmers is a
way to leverage scarce TA resources. For ex-
ample, in Kenya, KESSFA (a small-scale farm-
ers association) acts as an intermediary between
farmer self-help groups and selected large ex-
porters.

Associations will become self-sustainable only if
they are effectively and efficiently serving mem-
bers’ priority needs. A minimum score on an
annual membership satisfaction survey, conducted
by a third party, should be a condition for contin-
ued donor support of an association.

agement training should be a component of ang 3

USAID program to assist associations.

Matchinggrants for institutional and activity de-

SMALL AND MEDIUM
ENTERPRISE (SME)
DEVELOPMENT

velopment are effective because they stimulate
member involvement and commitment.

Association organizers need to be aware that there

SMEs usually represent the largest number of agri-
businesses in a developing country. Therefore their

are trade-offs with regard to size and scope opuccess is important to the livelihood of a large por-

associations. “Voice” — the impact that association
positions can have on policy — usually requires g1)
large membership, but an association can more
effectively provide services to its members when it
has a narrow focus, such as flower exporting.

In industry associations that include both big and
small members, the “big tend to pay while small(2)
tend to use,” a problem that can weaken or

tion of most developing countries’ population.

Small, marginal enterprises should not be sup-
ported until a serious study of their economic
viability is completed. Investing project resources
in small potential (niche) market startup indus-
tries is particularly risky and very expensive

Conditions for successful smallholder (producer)
participation in NTAE exist when they involve:



(3)

(4)

(&) niche markets where producers have very3) The major financial need of SMEs is working

few alternative buyers for their output, (b) low
capital but high labor intensity, (c) a full-service
local exporter supporting the business, and (d) a
well-established international market with experi-
enced buyer/exporters.

The two most important constraints on SME
development are their (a) lack of marketing ex-
pertise and (b) minimal knowledge of and access
to sources of financial assistance (especially work-
ing capital) and how to apply for them. Donor
assistance should concentrate on these two ar-
eas. (4)

Self-Help Groups are a useful way to leverage
development resources aimed at SMEs and in
many instances may be the best way to serve the
needs of small agribusinesses. Another way to
make use of SHGs is to link them with large
enterprises which can provide inputs, technical
assistance and markets. However, this latter type
of activity requires intensive, hands-on manage-
ment assistance by donors if it is to be successfu]

capital. However, a general constraint affecting
SMEs is their lack of knowledge of available
financial resources and how to apply for them.
Donors can help SMEs in this area at reasonable
cost by providing the services of specialized lo-
cal business consultants to appraise and package
small projects. However, the skills of these per-
sons need to be continuously developed through
donor-supported training programs. Full cost re-
covery for services at the SME (and certainly
micro) level should not be expected.

Defaults on loans to SMEs can be minimized by
specialized TA at a group level supplied through
associations or self-help groups. One feature of
such training should be how to match earnings
streams from a financed activity to the funds
needed for repayment of the loan. This will help

overcome the problem of the gradual

decapitalization of an SME in order to meet loan
payment schedules.

3.5 MONITORING AND EVALUATION

(M&E)

3.4 FINANCIAL SERVICES

Without access to financing (both debt and equity) iPA&E systems are designed to improve the impact of

is very difficult for agribusinesses to grow.

(2)

donor projects by understanding the progress, or lack

thereof, toward objectives as the project is being
(1) The major constraints to agribusiness lending bymplemented (which may lead to mid-course adjust-

financial institutions are the shortage of commerments) and assessing the results versus expectations
cially viable projects and poor loan and invest-upon project completion.

ment “packaging” by the borrower, not the lack

of available funds. Therefore, technical assis—(l)
tance, for at least business plan development and
loan or investment “packaging,” should be pro-
grammed into any donor-supported financing
project.

Rigorous application appraisal by the lender (a fea-
sibility study if the project is large enough to sup-
port the cost) is necessary, andiberower should
supply a minimum of 50 percent of the equitthe
venture. In many cases, it is advisable for the lend-
ing institution to make direct payment from loan
proceeds to the major suppliers of equipment to
avoid misuse of the borrowed money.

USAID agribusiness project M&E is in an early
stage of development, but it is more advanced
than that for most other donors. Substantial op-
portunity exists to enhance USAID project M&E,
especially as related to direct and indirect impact
by project component and type of beneficiary,
and, cost versus benefit analysis. Current mid-
term and final project assessments need to be
more rigorous on cost/benefit analysis and focus
more on beneficiary impact evaluation. A project
should also be assessed a reasonable length of
time (e.qg., 2 years) after its completion to deter-
mine the sustainability of accomplishments.



(2)

3)

(4)

)

(6)

(7)

A key assessment that needs to be completed
beforeproject initiation is the amount a subsector
must grow to achieve a reasonable payback on
the resources invested into that subsector. For
example, how much does the $64-million Kenya
horticultural exports industry have to grow to get
a satisfactory payback on the $15-million KEDS
project?

(8)
Progress toward financial self-sustainability
should be one of the main measures of performance
for projects providing support to associations. Be-

how it is spent, business generated by purchases
of supplies and equipment from local suppliers,
or services provided locally, such as transporta-
tion, legal and accounting services, insurance,
etc.) should be collected and analyzed. This will
enable M&E of the full impact of support to
larger firms.

More random beneficiary sampling should be
used, rather than the current sampling, which is
guided by project management.

cause the ability to manage cash flow is typically

weak in associations, the development and moni:-)"6

GENERAL RECOMMENDATIONS

toring of a Sources and Uses of Funds schedule is
an important performance evaluation tool.

Membership satisfaction is another prime indica-
tor of the performance of an association. Mem-
bership surveys or polls should be carried ouf1)
annually, and to ensure credible results they
should be carried out by professionals. One ele-
ment of such a survey for an association that
markets producers’ output is a comparison of the
price received from the association versus selling
through buying agents — taking into account the
value of other benefits a member may receive
from the association. Associations should earn a
minimum annual membership satisfaction score
in order to continue to receive donor support.

Project evaluations should include breakouts by2)
type and size of beneficiary, including costs of
services provided versus benefits; for example,
increased output versus the cost of services pro-
vided by size firm. Input/output (cost/benefit)
analysis is a useful tool to measure direct benefits
against direct costs both for the overall project
and for project components. This should be don
on a quarterly basis and reviewed/managed by
USAID personnel.

The frequency of use of private sector advisors
and the impact of their contribution should be
monitored to ensure that agribusiness project man-
agers are utilizing private sector expertise.

Information on the secondary impact of assis-
tance to large firms (e.g., employee income and

10

The following lessons learned and implications do not
fit into the above areas of focus but they are relevant
to agribusiness project design and implementation.

A thorough opportunities and constraints analy-
sis is needed before decisions are made about
Mission support to commercial enterprises in a
given agribusiness subsector. This is necessary
to prioritize the subsectors of primary interest.
The analysis should pay particular attention to
the competitive advantage of the product in its
target markets as well as to the availability of
trained personnel and the necessary financial re-
sources. Operations Constraint Analysis is a use-
ful tool in this process.

Semiannual project review forums (¥ day with a
broad group of beneficiaries, local government
officials, and private sector representatives; %2
day with the project team) can be used to coordi-
nate project activities, improve their effective-
ness, and enhance a feeling of local “ownership”
of the project.

3) Private sector advisors, both expatriate and local,

should be used more extensively by USAID
Missions in the design and monitoring of agri-
business development projects because they have
a much better perspective on the challenges and
opportunities they face than do government em-
ployees. Direct, local business experience is like-
wise important in helping to prioritize and pursue
policy reform issues related to private sector de-
velopment.



(4)

(5)

(6)

(3)

Identifying and developing an effectiuigerme-

diary organization(e.g., an association, a FADC,
or an NGO/PVO) is important for leveraging
scarce project resources in agribusiness develop-

ment projects.

Government approval and support for agribusi-
ness projects are essential, but implementation

should be independent of direct government in{4)
volvement because the private sector generally

prefers an “arms length” relationship with gov-
ernment; government involvement in implemen-

tation will slow progress.

Active steering committees, with extensive pri-

vate sector participation, must play a stronger

role to ensure success at all stages of projedb)
implementation.

3.7

ISSUES DESERVING FURTHER
STUDY

The following issues are unresolved questions for
which there are no apparent answers. Answers to
these questions, however, would enhance agribusi-
ness project design and implementation in East Af-
rica. Each includes a suggestion for resolving the
issue.

(1)

(2)

How effective is most general market informa-
tion? Large firms say they don’t need or use it,
and small firms don’t know how to use it. There (6)
is a need to develop effective ways to measure
the usage of market information versus the cost
of providing it, especially by type of information
and type of user?

Is broad-gauged baseline monitoring data really
necessary? Segregating dependent and indepen-
dent variables in macro impact measurement is
very difficult, and the cost of direct impact macro (7)
measurement is usually quite high versus the
benefits realized. Consider measuring the progress
of assisted firms and the associated indirect ben-
efits as a satisfactory way to determine the im-
pact of a project.

11

Can commercial associations be used to improve
input supply, replacing outmoded state or coop-
erative channels? Conduct an investigation of
how commercial associations can be developed
and supported to function as middle-men be-
tween MSE producers and exporters, thus en-
abling some economies of scale.

How can the potential be optimized for outgrower/
contract grower schemes on the model of the silk
and vanilla projects in Uganda, schemes that have
successfully reached out to both small farmers
and women? Assess the specific circumstances
and methods for developing sustainable outgrower
schemes, especially for specialty NTAEs.

What is the best and most efficient way to mea-
sure the full social and economic impact of sup-

port to large-scale enterprises (e.g., Ziwa Roses
project in Uganda)? If the development objec-

tives are to increase broad-based income, em-
ployment, and foreign exchange generation, it

may be most efficiently achieved through sup-

port to medium and large firms. An assessment is
needed to respond to criticisms of this type of

assistance, that is, giving assistance to the “big
guys” who appear to need it least. Determine the
comparative primary and secondary impact of

support for medium and large versus micro and
small enterprises, including a cost/benefit analy-
sis.

What is the best way to effectively communicate
needed agribusiness skills to local agriculture
and business schools? Determine how the current
and anticipated skill needs of agribusiness can be
communicated to local agricultural and business
schools and how private sector leaders can play
a more active role in curriculum development
and teaching.

Should or can micro and small enterprise (MSE)
support institutions become self-financing? As-
sess the financial payback amount and likely term
on MSE projects and determine if a reasonable
payback can be achieved. If not, what other M&E
should be developed to assess these types of
projects.



4. Kenya

The assessments of the projects, associations,
and other organizations that appear in the following
sections include summarized Objectives, Impact and
Discussion sections, and the Conclusions reached from
For Kenya case studies the consultants selected sifat case study. Because the first four entities listed in
donor-supported innovative agribusiness entities angtable 4.1 are large and important, detailed assess-
four private agribusinesses. These include thregents, organized according to a standard set of crite-
projects (two funded by USAID and one by a Germartia, were also prepared. These detailed assessments
NGO), two associations, and one development figre included as Appendix A to this report. Detailed
nance organization. The four private agribusinesgrofiles of the associations, development finance or-
enterprises significantly enhanced our understandinganization, and private business firms assessed are
of agribusiness in Kenya. found in Appendices B, C, and D, respectively.

41 ENTITIES SELECTED FOR
STUDY

Projects: (with supporting donor in parenthesis)

KEDS — Kenya Export Development Support4 2  EINDINGS ON PROJECTS
Project (USAID)

SEPSO — Small Enterprise Professional Servicgollowing are the main findings from each of the

Organization (Friedrich Naumann Foundation) projects assessed.

K-MAP — Kenya Management Assistance Pro-4.2.1 Kenya Export Development Services
gram (USAID) (KEDS)
Associations: Sponsor:USAID

KESSFA — Kenya Small Scale Farmers AssociaProject Value: $15 million

tion (Hans Seidel Foundation) Start Date: March 1992

AAK — Agribusiness Association of Kenya

(USAID support requested) Completion Date: December 1999

. N Principal Agribusiness-Relat jectives:
Development Finance Organization: cipal Agribusiness-Related Objectives

Association Developmenkmprove the capacity
of the Horticultural Development Authority (HCDA,
a parastatal) to deliver market-relevant services to
Private Enterprises: members; strengthen the Fresh Produce Exporters
Association of Kenya (FPEAK) as a private sector
trade association.

KTPE — Kenya Trust for Private Enterprise
(USAID)

Karzan Inc.
Lonrho

Non-Traditional Agricultural Export Develop-
ment:Deliver TA (especially marketing) to exporting
firms; increase NTAE employment and exports; pro-

Most of the donor-supported entities have mul-mote policy reform and regulatory change to enhance
tiple areas of focus (see Table 4.1). Therefore athe export competitiveness of Kenyan firms; promote
assessment of each project, association, or organizdialogue between government and the private sector.
tion was performed for each area of focus.

Standard Chartered Estate Management
Echuka Farms
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Table 4.1 Kenya Innovative Projects and Their Areas of Focus

Project/Association Non-Traditional Association Small & Medium
(Donor) Export Promotion Development Enterprise

Development
KESSFA (HSF) Yes Yes Yes
KEDS (USAID) Yes Yes No
SEPSO (FNF) No No Yes
K-MAP (USAID) Some No Yes
AAK (Possible USAID) No Yes Interested
KTPE (USAID) Some No

Some
Discussion: The KEDS project is working pri- Impact: Average annual growth in NTAE has

marily with establishe&mall and medium-sizéax- reached 6 percent. As of November 1994, 2,814 firms
porters rather than with new exporters. One of théprimarily medium-sized companies with some ex-
reasons for the project’s success is that many impoport experience) had been assisted. Foreign exchange
tant policy changes influencing exporters (e.g., liberearnings from manufacturing, horticulture, and other
alization of the exchange rate) occurred at the begirNTEs increased 25 percent from 1992 to 1993. Em-
ning of the project or before the project was up angloyment in NTAE firms increased 34 percent from
running. An important aspect of the KEDS project is1990 to 1993. However, the original project objec-
the active encouragement of public-private sectotives — creating one million jobs and $770 million in
dialogue. Such dialogue is essential in a businedereign exchange revenue — are unrealistic.
environment like Kenya’'s because distrust and lack

¢ icati i d bet ici Itis too early to assess the effectiveness of TA to
of communication are widespread between par 'C_"associations (Kenya Association of Manufacturers,

pants in the two sectors. This improved dialogue I$bEAK HCDA) in developing the export capabili-

achieved through workshops, conferences, and & . .
KEDS | ¢ technical advisor h 4 within th ies of their members, but a system for tracking ac-
ong-term technical advisor housed within € ities such as trade show attendance, training, and

Ministry of Finance. distribution of publications has been put in place.
The most important findings from the assess-Trade associations receiving KEDS assistance are
ments/case studies form the basis for the conclusiomow better able to coordinate their members’ partici-
presented in section 4.6, where Kenya cross-cuttingation in international trade shows, resulting in an
lessons learned and implications for USAID planningncrease in the number of participating companies.

are summarized. . . .
Conclusions: When the policy environment for

The KEDS firm-level assistance activity utilizes business is right, projects like KEDS can be effective.
strategic consultancy visits to companies that reques{EDS’s hands-on involvement with associations has
assistance. Many of these firms, although establishdaken critical to helping them refocus their services.
exporters, generally have very poor market planningdowever, the process is often slowed by political
skills. The strategic consultancy allows the KEDSfactors. In general, MSEs do not have sufficient knowl-
team both to screen potential beneficiaries and tedge of market planning and budgeting to develop
assist the firms in better targeting the use of theirequests to KEDS for assistance and need help in this
funds. KEDS assistance has resulted in several firmarea. TA needs are great and therefore project efforts
introducing new pre-pack horticultural products intomust befocusedto achieve maximum impact. Also,
the EU market.
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potential clients must be rigorously screened to avoiProject Value: $560,000 from USAID (1987-1992),
wasting scarce resources. £400,000 ($600,000) from ODA

4.2.2 Small Enterprise Professional Service Start Date:1986

Organization (SEPSO) Completion Date: Indefinite

Sponsor:Friedrich Naumann Foundation (Germany) Principal Objectives: Reduce failure rate of

Project Value: DM 300,000 per year (US$ 216,000) Kenyan SMEs by providing one-on-one assistance
from executives of larger Kenyan companies. Work-

shops and teaching materials are provided for a fee.
Completion Date: 1998 Establish ongoing business linkages between large
and small businesses.

Start Date:January 1993

Principal Objectives: Provide business services

on a fee basis to a broad range of small enterprises; Discussion: The objective of the K-MAP pro-
become self-supporting at the end of five years. Fogram, in which successful large and medium-sized
cus on young, innovative businesses. Kenyan firms allow their top and middle manage-

Discussion: SEPSO provides business servicedNent executives to provide counsel free of charge to
to micro and small-scale enterprises; the most popL?‘—ma” businesses that need management assistance, is

lar service is assistance with monthly accounting!® reduce the high mortality rate of small businesses,

SEPSO's plan to become financially self-sustaining?@rticularly startups. To date, however, K-MAP has
within five years has caused it to move away fromP€en unable to generate more than 20 percent of its
providing services to the smallest micro enterprise@Perating costs in revenues. Because management
because they have a limited ability to pay for suctExecutives donate their time to counsel small firms
services. A major challenge for SEPSO is developin§€ Projecshould bea relatively low-cost method of

its staff to stay ahead of client needs and retainingSSisting small businesses. According to the 1991

that staff once developed. SEPSO staff is 100 percefiyaluation, the cost per registered client per year was
Kenyan. KShs 5,068 (about US$100). K-MAP has strong

management and strong support from the Kenya busi-
Impact: SEPSO attempts to establish “partner-,oqq community — both foreign and local.
ships” with its client firms, following up with them
every month. SEPCO’s main activity is financial con- ~ 'mpact: 186 medium and large companies are
sulting (accounting), which will hopefully generate Providing executives for consulting with smaller com-
broader-based consultancy work. SEPCO recoverdg@nies. There have been no defaults on “sponsored”
20 percent of costs in the first year and worked witfréduced collateral) loans, to K-MAP clients. Unfor-

140 clients. Seminars and quarterly lunch meeting&/nately, a recent evaluation of the program was un-
are found to be very useful by clients. able to determine if K-MAP’s objective is being at-

' ' o tained because client firms were not monitored for
_ Conclgsmns: Clients demand sophlstlcatgd S€I-failure rate, sales, net assets, profits, or any other
vices, which means SEPSO must find, train, andg|eyant impact indicators. One-on-one consulting is

retain skilled personnel. Smaller, startup clients haVﬁJdged “the most valuable aspect of K-MAP assis-
the greatest need for help, but they also have a limitgd e »

ability to pay for services; SEPSO has had difficulty . o
Conclusions:Management and training of coun-

collecting from some of them. SEPSO itself, if it is to
selors by K-MAP and reporting on their activities

become self-sufficient, must be run like a business: _ o
could be improved. Workshops are difficult to orga-

4.2.3 Kenya Management Assistance Program iz pyt are of great benefit when well done. Client

involvement in the preliminary assistance proposa

(K-MAP) invol tin the prelimi ist |
Sponsor: USAID, ODA, private sector firms screening process, and in feasibility studies, is essen-
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tial for giving the client a feeling of results “owner- Impact: As of September 1994, 104 SHGs with
ship.” K-MAP has had difficulty getting clients to pay a total of 2,700 members had been created. Exporters
the full cost of services. The involvement of multina-advance seed to KESSFA, which in turn advances the
tional company consultants in developing clients exseed to SHGs and deducts the cost from their mar-
port marketing skills is important. keted produce. Members have received 25-30 percent
higher prices for green beans sold via KESSFA than
they have received from brokers.

4.3 FINDINGS ON ASSOCIATIONS Conclusions: KESSFA needs to communicate

. S better with potential SHG members so that they real-
Following are the main findings on each of the assojze the benefits received from membership in KESSFA

ciations assessed. and are not tempted by “briefcase” exporters. Top-
4.3.1 Kenya Small Scale Farmers Association quality management andffective member training

(KESSFA) serviceshas enabled this association to get off to a

) ) solid start. Diversification beyond green beans is
Sponsor: Hans Seidel Foundation (Germany)
needed.

Project Value: DM 250,000 per year (US$180,000) 4.3.2 Agribusiness Association of Kenya
Start Date: January 1993 (AAK)
Completion Date: January 1996 Sponsor: None as yet — seeking USAID assistance

Principal Objectives: Association Development: Start Date: 1992
Att_ract_ 2’00_0 members withi_n 250-km radius of Principal Objectives: Facilitate networking be-
Nairobi; assist them to form viable self-help groupSeen Kenyan agribusinesses, strengthen linkages
(SHGs), which in turn become members of KESSFApetween micro enterprises and large-scale producers

Non-Traditional Agricultural Export Develop- and processors. The organization is not yet fully ac-
ment: Deliver TA to SHGs to increase production tive.
and marketing of horticultural products. Act as a
principal in transporting and selling members’ out-
put.

Discussion: The AAK is currently composed of
the 18 largest agribusiness firms in Kenya and is
struggling to establish itself as a viable association

Discussion: KESSFA is attempting to assist a that can meet the needs of a diverse membership. As
select group of small-scale farmers to break into thef early 1995, they did not have a complete under-
European fresh vegetable export market. KESSFAtanding of members’ priority needs nor a detailed
operates through small, tightly knit SHGs of farmersplan on how to respond to them. USAID’s role in
with the association’s secretariat acting as intermedimproving the likelihood that these capabilities will
ary between the producer SHGs and a few largbe achieved by AAK or by similar associations should
exporters. KESSFA'’s success depends to a great edaclude: (a) sponsoring a member needs survey at the
tent upon the ability of the secretariat to act in dime of association startup or in the early develop-
manner that guarantees the exporters receive the quatent stages, (b) helping the association develop pro-
ity and quantity of product, and timeliness of deliv-grams to address members’ priority needs, and (c)
ery, that they require. This type of association offerdunding follow-up membership satisfaction surveys
the leverage needed by donors to reach smallholdeig determine how well the established priority needs
and also to expand NTAEs. KESSFA'’s use of pro-are being met. Any linkage programs with agribusi-
ducer SHGs allows them to leverage their effortsness MSEs should wait until the AAK is fully func-
KESSFA's secretariat providesxtensiveraining in  tional.

NTAE production to SHG members. Impact: Too early to evaluate
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Conclusions: AAK members will be willing to nanced by KEDS is of most value to medium and
pay dues and/or services fees sufficient to enable thamall firms.
association to become self-sustaining only if the as-

sociation is effectively serving thepriority needs.
Even very large, well-financed agribusinesses havd.4  FINDINGS ON DEVELOPMENT

difficulty forming effective associations. FINANCE ORGANIZATIONS
4.3.3 Fresh Produce Exporters Association of
Kenya (FPEAK) Following are the main findings on the development

) finance organizations assessed.
Sponsor. 30 percent of support from donors, includ-

ing the KEDS Project ($30,000) 4.4.1 Kenya Trust for Private Enterprise
(KTPE)®
o ) ) Sponsor USAID
Objectives: The collective representation of the

fresh produce and floral industry in all matters relatecptart Date: January 1988
to potential government legislation and intervention completion Date: December 1993
Providing services to members, such as information
on new technologies.

Start Date: 1975

Objective: The objective of the KTPE project
was to strengthen Kenyan institutional and human

DiscussionFPEAK was recently “re-cycled” un- resource capabilities to assist firms via equity financ-
der the strong tutorage of KEDS. A new, less facing; 20-40 businesses were to be expanded and/or
tional board was elected and a new chief executivgestructured and total investment, employment, out-
consultant was hired. The new board is viewed agyt, foreign exchange generation and tax revenues
more representative of the whole membership; thg\creased. Industrial Promotion Services Ltd. (IPS),
new chief executive/consultant is British and has longp, existing company, and Kenya Equity Management

election of a non-Kenyan to head FPEAK raisedaquity funds disbursement

some eyebrows, but he was selected by the board . )

from an extensive list of candidates. Ongoing issues Dlscus:smn.Basmall_y the market was not ready
with FPEAK are the allocation of responsibility for 07 @nd did not perceive the need to use venture
industry development between FPEAK and HCDA, acaPital. Kenyan firms typically operate with a very
government-sponsored horticulture promotion agency 19N debt-to-equity ratio and prefer financing via
and the related question of cess proceeds aIIocatid‘de't'onal debt rather than sharing equity with others.
between the two organizations. Management mus(l)W”erS do not even want to share accurate financial
deal with a membership not yet aware of or educatei@formation with potential partners. Inadequate mar-

as to the potential benefits from a trade associatior{(.et oppgrtunlty and ventgre assesgment mformgnon
and limited entrepreneurial capabilities result in a

Impact: Too early to assess but there are positiv§imited number of viable new ventures. Third party

indications, especially for FPEAK taking more re-jnyestors are rare due to the minimal “protection”
sponsibility for horticultural industry development. zyailable for their investment.

Conclusions: An industry-specific association Impact; all but one (increased tax revenues) of
such as FPEAK can fOC}JS on meeting membershe macro measurements for the project were met, but
general needs; subcommittees for flowers and vegnere is minimal evidence this was directly influ-

etables enable both to pursue their specialized needssced by the project (i.e., the improvements were
The new emphasis on market information, technicalyostly due to other influence).

services, and financial information is now demand-

driven. The market news service developed and fi- Conclusions:KTPE's overall goals we.re unreal-
istic, even for fully developed venture capital markets
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such as those in the United States. There is consigroduction acreage for larger owners, cooperatives,
erable question whether theenture capital(versus and farming companies. This includes more than
merchant banking) managerial resources at IPC d77,000 acres producing coffee, tea, sisal, sugar,
KEM were sufficient for the task at hand. Further-wheat, mixed farming, horticulture, and cattle ranch-
more, it appears that USAID program designers anihg.

implementation managers had an insufficient under-

) T ) 4,5.4 Echuka Farms
standing of venture capital in embryonic markets.
Echuka Farmsis a diversified farming and process-

ing operation producing yogurt, jams and jellies, fresh
4.5 FINDINGS ON PRIVATE vegetables, and fresh herbs. It is owned and managed

AGRIBUSINESS FIRMS by a dynamic female entrepreneur, Mrs. Chege.
Echuka Farms is a testimony to the drive and entre-

Following are the main findings on the private agri_preneur!al capabilities of M.rs. Chgge. Howe_ver, It
seems likely that the very wide variety of businesses

she is developing and their small scale will make it
4.5.1 Karzan Inc. difficult for this enterprise to expand to the next size

Karzan Inc. is a medium-sized flower exporter with !€vel. As in the case of most SMEs, financing is a
a good export market. The shift in the EC market t$€vVere limitation to the growth of the business and
direct (vs. auction) sales has forced Karzan to focueW “kitchen scale” businesses have been started
heavily on meeting quality requirements. They workwhen significant capital is required to expand an
with three categories of suppliers: small independerf@Xisting business. But unlike most SMEs, Mrs.
outgrowers, commercial growers, and the company’§hege’s unique personality and capabilities have
own production. The 110 outgrowers (0.5 to 2.5 h£nabled her to find good local markets for nearly all
each) receive fertilizer and planting materials ander production. Lonhro (Farmers Choice) distributes
have their flowers picked up at the farm. CommerciaFchuka’s yogurt and other refrigerated products.
growers are larger and have their own cold stores and

means of delivery. Karzan markets flowers in Europé&
through a Dutch agent. Business growth will be pri-4-6 LESSONS LEARNED AND

business firms assessed.

marily in joint ventures with commercial growers due IMPLICATIONS FOR USAID
to the cost of working with many small growers. PLANNING
4.5.2 Lonrho

In the following sections, “Lessons Learned” and
Lonrho is a large diversified agribusiness with more“Implications for USAID Planning” derived from the
than 4,000 employees, featuring extensive verticadnalyses in sections 4.2 to 4.5 above are presented.
integration. It is one of Kenya’s largest producers ofThe order in which they are presented is roughly in
timber products, seed maize, waddle extract, mustprder of (1) the anticipated positive impact on USAID
rooms, milk, cattle, pigs, poultry, as well as pork andobjectives and operations if they were to be success-
beef products. It obtains 50 percent of its meat fronfully adopted, and (2) the extent to which the lessons
its own farms and 50 percent from independent farmiearned or implication is broadly applicable, that is,
ers. The company also has the largest refrigeratespplicable to SSA agribusiness projects in general.
food distribution system in Kenya-Farmers ChoiceThis ordering is subjective, but represents the studied
Foods. opinion of the research analysts and draws upon their
4.5.3 Standard Charter Estate Management many years of experience in agribusiness develop-

(SCEM) ment in developing countries. Tpemary source of

the lessons learned or implication is shown in paren-
SCEM, owned by Standard Charter Bank, managegeses.
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4.6.1 Non-Traditional Agricultural Export [ |

Development

Lessons Learned

Most NTAE research and extension input must
be project or exporter (versus government) sup-
plied. Exporters can usually only afford to supply
technical assistance to thkarger outgrowers.

(KEDS) [

The higher the value added the more difficult it is
for MSE patrticipation in NTAE, but the greater
the market and margin opportunity. Products that
are easier to produce most often yield lowerm
margins, which then require larger minimum size
operations. Therefore, there is an inconsistency
between direct participation by MSEs in NTAE -
and their financial and managerial capabilities.
(AAK/KEDS)

Much of the market information assistance and
technical assistance must be imported becau
there is little in-country experience. (KEDS/
KESSFA)

The quality of Kenya’s product (especially with
respect to residual pesticide levels) and Iimited.
reliability of air cargo space are the major prob-
lems perceived by the ElWhe market(KEDS)

For flowers, going direct to wholesalers avoids.
the quotas imposed by the Dutch auction, but
requires strong EU partnership(s) and quality con-
trol. (KEDS)

Exporter cooperation (e.g., in associations) must
be carefully managed due to competitive (cartel.
possibility) considerations (i.e., exporter involve-
ment could lead to a monopolistic situation).
(KEDS)

Adequate physical infrastructure is essential to
cost-competitive and high-quality NTAE prod-
ucts, yet Kenya's infrastructure is deteriorating,
especially rail and road to Mombasa, and port
management and power supply consistency are
poor. (All)

Implications

The greatest economic impact from NTAE project

assistance will be derived from activities focused

on experienced, established, medium-sized (50
100 employees) firms. (KEDS)

Project staff must have direct export commercial
experience to be of significant help to exporters.
(KEDS/KESSFA)

More private/public/donor dialogue is required,
especially in the project design stage, to avoid
suboptimal designs that must be corrected when
applied to the real world. (KEDS)

More emphasis is needed on processed products
for export as a way to deal with high air freight
costs and space shortage, and to utilize lesser
grade product. (KEDS)

Sectoral workshops are more expensive and more
difficult to organize than general workshops, but
their impact can be much greater. (K-MAP)

Recipient matching (50 percent suggested) is
important for donor grant effectiveness. Signifi-
cant marketing TA must accompany grants (es-
pecially to MSESs) if they are to be effectively
utilized. (KEDS)

Extensive vertical integration (or at least coordi-
nation) is needed for cost, timing and quality
competitiveness of high-value exports. (Lonrho)

4.6.2 Association Development

The uncertainty of Kenya Air Freight Handling’s

expediting of export cargo is a substantial probLessons Learned

lem, yet effective and efficient air freight han- g
dling is crucial to the quality and timeliness of
perishable exports. (KEDS)

An adequate water supply is essential to fringe
season NTAE; therefore, Kenya's water avail-
ability problems may limit continued NTAE ex-
pansion. (KEDS)
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Institutions or associations are only as effective
as their management personnel. Increasing man-
agement/leadership skills through training is only
effective to the extent that trained individuals
remain with the organization. Developing and
retaining key project and association personnel
are challenging tasks. (All)



Associations can be a good, leveraged way td
provide TA for NTAE, especially to MSEs. (KEDS)

Associations that do not respond to member needs
will not be successful and will not become finan-
cially self-sustaining. Therefore, membership satis-
faction surveys should be conducted annually. (All)

Tribal chiefs still play a significant role in gaining
support for rural associations. (KEDS)

Consistent collection and equitable distribution of
exporter cess payments is needed to achieve and
retain credibility for cess payments as an industry
development mechanism. (KEDS)

To enhance “voice,” more members are neededmplications

even if this means combining subsectors such
flower, fruit, and vegetable exporters. For effec-
tive TA, a relatively narrow range of subsectors,
types and sizes of firms/members is needed.
(KEDS/AAK/KESSFA) u

Balancing the role of a “driving force” (senior
executive) within an association is difficult. A
strong leader is needed, but the leaders must n&
manage the association primarily for their per-
sonal benefit. (AAK/KESSFA)

The cooperative structure is much more regu-
lated and influenced by the Kenyan government
than is that of an association. Commercial asso-
ciations need to be organized as corporations, not
as cooperatives, due to the “baggage” (politica®
problems) cooperatives carry in Kenya and the
more pragmatic orientation of a corporate struc-
ture. (KEDS/KESSFA) -

Associations must remain focused on commer-
cial (vs. political) issues. (KESSFA) -

“Saocial” problems (e.g., ethnic tension, cliques,
poor cooperation) seem more prevalent at the
MSE association level. SHGs, on the other hand,
are more culturally homogeneous and work to-
gether more efficiently. (SCEM/KEDS/KESSFA) g

Poor “real” price information can cause prob-
lems for association marketing efforts because
members become disenchanted with the pricgy
they receive from the association for their pro-
duce. (KESSFA/SCEM)

Too many micro participants in a commercial
association can cause accounting cost problems
(i.e., many small accounts with a high mainte-g
nance cost versus the value of the transactions).
(KESSFA/SCEM/SEPSO)
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The basis for association sustenance does not
seem to be well understood by current USAID
managers. (AAK)

There does not seem to be an objective mecha-
nism available for assessing membership satis-
faction. (AAK/KEDS)

Mechanisms for determining the most viable and
sustainable associations can and should be devel-
oped. A good association “needs assessment meth-
odology” is required in order to be able to ad-
dress priority needs, establish model associations,
devise association performance measurements,
and develop sources of financial support. (All)

A fully integrated commercial association may be
the most viable MSE producer exporter linkage.
(KESSFA)

Donors can help associations focus (or refocus)
their efforts during the critical early years. (KEDS)

SHGs as members of an association may be the
most cost-effective way to serve the needs of
small producers and enterprises. They can pro-
vide double leveraging when they are association
members, especially MSEs. (KEDS/KESSFA)

Associations must have political independence,
from both the government and from politically
motivated power brokers. (KESSFA)

Technical support from donors, and possibly
alliances with relevant associations in other coun-
tries, is very useful for associations involved with
exports because it is difficult for them to obtain
information from outside the country. (KESSFA)

Do not specify in the design the associations that
a project must work with; allow flexibility to
support those with the most potential and who
are the most cooperative. (KEDS)



B Potential and current member education programs
are important to help differentiate associations
from cooperatives. (KESSFA)

4.6.3 Small and Medium Enterprise [ |

Development

Lessons Learned

SME linkages with large enterprises, and SME
SHGs, can make a significant contribution to-
ward SME development if these undertakings are.
accompanieavith close managemeof the pro-
cess. (K-MAP/KESSFA)

. . . .
Legal constraints are being streamlined, but ille-

gal constraints are still rampant, and SMEs are
the most vulnerable to the latter. (KESSFA)

A shortage of capital and TA, especially as re-
lated to marketing, are the major limitations for
SME participation in NTAE. SHGs can help

overcome these limitations, especially in tandem
with well-managed associations. The largest SME
operating constraints on SMEs are usually re-
lated to marketing. (KESSFA/KEDS)

4.6.4

Ongoing and hands-on (high direct involvement)
services are very important to SMEs. (KESSFA/
SEPSO)

It is difficult to maintain a very commercial ori-
entation at the micro level; that is, many enter-
prises that want help will never be able to pay for
the needed services. (KESSFA/SEPSO/KEDS/
K-MAP)

“Investing” in startups isvery highrisk due to
their high failure rate. Avoid “investing in
dreams.” (SEPSO)

Direct SME assistance should be primarily fo-
cused on local or regional (vs. developed coun-
try) markets because their requirements are less
strict than those of developed country markets
and they are vastly larger (up to 60 times the size
of export markets). (KEDS)

Successful MSE marketing services must be
highly focused, probably even niche-market ori-
ented. (SEPSO)

Financial Services

The MSE dropout rate is very high due to lack ofLessons Learned

financing, collateral, and management expertise
(SEPSO)

Organizational integrity anley individuals’in-
tegrity is very important to help maintain a posi-
tive attitude on the part of beneficiary SMEs. o
(KESSFA/K-MAP/AAK)

Building andretaining local capacity within an
SME support projecaheadof clients’ needs is

challenging. (SEPSO) -

MSEs have a minimal knowledge of sources for
financial assistance and how to apply for it. (SEPSO)

Agribusiness SMEdjasicdevelopment, support, ®
and service needs are very similar to those of
firms in other sectors. (SEPSO/K-MAP).

Implications for USAID Planning

Leveraging expensive USAID and/or other "
project's SME development resources is a major
challenge; SHGs and associations can be very
useful to help accomplish this. (KESSFA/KEDS)
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Sources of finance and how to access them are
not well known by MSEs, a significant barrier to
their growth and development. (K-MAP/AAK/
SEPSO)

Money without TA to effectively use it is often
not repaid. Therefore, financial services projects
need to include or identify sources of effective
TA for their clients. (K-MAP)

For MSEs, the major constraint is lack of work-
ing capital; therefore, MSE credit activities must
focus on obtaining working capital. (SEPSO)

The difference between a grant and a loan is
unclear at the MSE level. Therefore, communi-
cations with the borrower must be very clear on
repayment expectations. (KEDS)

Matching an earnings stream from a financed
activity to the funds needed for loan repayment is
difficult for MSE management/owners. Loan re-
payment is often achieved via de-capitalization.



Special care must be taken to help lenders sémplications

aside funds from the earnings stream of the projec‘
being financed to repay the loan. However, loan

repayment can not be the only criterion to mea-

sure the success of an MSE financial services
project. (KEDS)

Implications

Design and management of financial projectsa
must be carried out by finance professionals
because the principles involved are often not well

understood by USAID managers. (KTPE) -

Detailed screening of financing applications by
businesqvs. loan officer) professionatsan en-

able lower collateral requirements. Experienced.
business operations managers are needed to go
beyond profit and loss and balance sheet analy-
sis. (K-MAP)

Success of financing projects will likely require
multi donor/agency cooperation, given the sub-
stantial resources required for a minimum size
entity. Cooperation between USAID and IFC/.
WB or other financially oriented agencies such
as CDC will increase the chance of project suc-
cess, but will also raise project complexity.
(KTPE)

4.6.5 Monitoring and Evaluation

Lessons Learned

Progress toward financial self-sustainability andm
the level of membership satisfaction should be
the primary association performance measure-
ments monitored. (SEPSO/K-MAP/AAK)

Monitoring and evaluation by donors other thanm
USAID is generally quite weak, especially quan-
titative measurement. (All)

Much more directbeneficiarylevel evaluation
and polling is needed. (KEDS)

The original KEDS goals seem unrealistic. (KEDS).

One of the main commercial association perfor-

mance measurements should be the net price a
producer receives when selling via the association
versus selling through buying agents. (KESSFA) -
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The main focus of performance measurement
should be on the progress or success of assisted
firms, not on macroeconomic statistics, because
it is very difficult within the comparatively short
time-frame of a project talirectly affect macro
measurements. (KEDS)

All projects need more breakdowns by type of
beneficiary (e.g., clients served, cost of efforts,
and output increase) aty size of firm(KEDS)

More client (exporters, GOK, USAID manager)
satisfaction assessment (qualitative) is needed as
a part of project M&E(KEDS)

A key assessment that needs to be completed be-
fore project initiation is the amount a subsector
must grow to achieve a reasonable payback on the
resources invested into that subsector. For ex-
ample, how much does the $64 million horticultural
exports industry have to grow to get a satisfactory
payback on the $15 million KEDS project? (KEDS)

Quality, coverage, timeliness, and pragmatism of
quarterly project reports, including an M&E
matrix by project component, needs improve-
ment. (KEDS agpositiveexample)

Better and more specificsourcesand uses of
funds projections is needed for entities and
projects seeking support. (AAK)

More focus on a project’s value (vs. tonnage)
increase is needed for NTAE, especially the
amount of in-country value added as the result of
a project. (KEDS)

Review project objectives at least annually to
determine if adjustments are necessary. (KEDS)

4.6.6 General Recommendations

The following general recommendations based on
Kenya research do not fit under previous headings.

Ongoing (at least annual) formal Operations Con-
straint Analysis (OCA) for firms targeted for
assistance will provide essential information for
all commercial projects. (KEDS)

Identifying and developing an effectiugerme-



diary is important for leveraging scarce project®
resources. (KESSFA/KEDS)

Government approval and support are needed, but
project implementation must be independent. (All)

Projects must remain limited in scope until the
staff is well trained and organized. (SEPSO)

Local contractors and employees can be very
helpful if they are properly selected, trained, and

[ ]
managed. (All)

Develop local hire parallel positions for all key .
project personnel. (K-MAP/SEPSO/KESSFA/
AAK)

Cooperatively funded and managed donor projects.
are difficult to coordinate, so multidonor support
is most viable for established, well-managed
projects. (K-MAP)

There is a need fohighly focusedraining and
experience transfer at all levels and for all projects.
(KEDS/K-MAP/KESSFA)

More USAID/embassy dialogue regarding opti-
mizing project’s success is needed. (KEDS)

4.6.7 Key Issues Deserving Further Study

Following are issues that have surfaced in the course
of the research and analysis in Kenya and that de-
serve further study. m

What is the best way to minimize “briefcase”
exporters’ negative impact on contract growers
and association member§REDS/KESSFA)

Should projects have a greater focus on local anll
regional markets? (KEDS)

What are the comparative results (especially when
considering the full multiplier effects of support u
for mega and large agribusiness firms) of projects
supporting mega, large, medium, small, and mim
cro enterprises? (KEDS)

Are there effective ways to eliminate corruption
and inefficiency among customs officials? (All)

How can project advisory boards be made more
active and effective? (KEDS)
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Is the optimal association broadly based so that
it can include a large number of people and
therefore have greater “voice,” or narrowly fo-
cused so that it can serve the product-specific
needs of its members? (All)

What is the best way to identify and develop
project mentors at both the USAID and local
government levels? (KEDS)

When in a project’'s life should the initiating
sponsor look for multidonor support? (KESSFA)

Should/can MSE support institutions ever be-
come self-financing? (SEPSO)

For highly effective NTAE development, is sup-
porting larger firms the best, or maybe only, way
to achieve quantitative results and returns on re-
sources objectives? (KEDS)

To what extent do significant NTAE participants
and their advisors understand market channel pro-
portionality, trends/dynamics, and projections?
(KEDS/KESSF/AAK)

How can responsibilities be most effectively bal-
anced and/or allocated between semi-government
and private sector entities interested in agribusi-
ness development; for example, HCDA and
FPEAK? (KEDS)

What is the best way to effectively communicate
the essential agribusiness skills needed by the
private sector to agricultural and business schools?
(Al

Who should help embryonic businesses (espe-
cially micros), given that they represent the high-
est risk and the lowest return on resources? (All)

Should project staff primarily manage or should
they provide services themselves? (K-MAP)

Is the statement in the KEDS project document
that 75 percent of Kenya's export fruits, flowers,
and vegetables is produced by smallholders even
nearthe “ball park™? (KEDS)
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5. Uganda Overview and Analysis

VOCA —Volunteers in Overseas Cooperative Assistance

5.1 ENTITIES SELECTED FOR (USAID)

STUDY

Private Enterprises:

For the Uganda portion of the study, the consultantRonco Pyrethrum Project (no donor support)
asses_seq the performance of.thirteen innovgtivg projec%Wa — Ziwa Horticultural Exporters Ltd. (some USAID
associations, development finance organizations, and support)

private enterprises concerned with agribusiness devel-

opment. These case studies, together with the donblarriet's Flowers (some ANEPP/USAID support)
agencies supporting them (in parenthesis), are as fol-

As in Kenya, many of the Ugandan projects and
lows:

associations have multiple areas of focus (see Table
Projects 5.1). The consultants’ assessment of their performance
examined these focus areas separately. Performance
with respect to provision of financial services and moni-

toring and evaluation were assessed where appropriate.

ANEPP — Agricultural Non-Traditional Export Promo-
tion Program (USAID)

CAAS — Cooperative Agriculture and Agribusiness

, Summary assessments of each of the eleven case
Support Project (USAID)

studies appear in the following section and form the
Silk Sector Development Project (European Union [EU])basis for the conclusions presented in section 5.6. Cross-
cutting lessons learned from the eleven case studies, and
implications for USAID agribusiness project planning
UOSPA - Uganda Oilseed Processors Associatiofind implementation, are summarized under each of the
(USAID) five areas of focus (i.e., NTAE Promotion, Association
Development, SME Development, Financial Services,

Associations

UNFA — Uganda National Farmers Association (Dan e _
ish International Development Agency [DANIDA]) @nd Monitoring and Evaluation).

UVGPA — Uganda Vanilla Growers and Processors
Association (USAID) 5.2  FINDINGS ON PROJECT
UMA - Uganda Manufacturers Association (USAID)

Summarized findings with respect to three projects
— ANEPP, CAAS, and Silk Sector Development
Projects — appear in the following sections. Detailed
UHA — Uganda Horticultural Association (no sponsor)assessments of these projects, matrixed according to

DFCU — Development Finance Corporation of Ugande-2-1 ~ Agricultural Non-Traditional Export
(International Finance Corp. [IFC], Overseas De- Promotion Project (ANEPP)
velopment Authority [ODA], German aid program sponsor: USAID
[DEG])

UGEA — Uganda Grain Exporters Association (no spon
sor)

. . N Project Value: $13.5 million in NPA in 1992 + $10
APDF — Africa Project Development Facility (Interna- mjjlion of Title Ili—locally generated currency
tional Finance Corp. [IFC])
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Table 5.1 Uganda Supported Activities and Their Areas of Focus

Association/Project Non-Traditional Association Small & Medium
(Donor) Export Promotion Development Size Enterprise
Development

ANEPP (USAID) Yes Yes No
CAAS (USAID) Yes Yes Some
Oilseed Processors Association No Yes Yes
(USAID)

National Farmers Associaton No Yes No
(DANIDA)

Yanilla Growers and Pocessors Yes Yes No

Association (USAID)

Uganda Manufacturers No Yes Some
Association USAID)

Silk Sector Development Project Yes Yes No
Yes No No
DFCU (IFC/ODA/EG)
Yes No Some
APDF Uganda (IFC/USAID)
Yes No No
Ziwa (some USAID) Yes Yes Yes
Start Date: 1992 export. Like KEDS in Kenya, ANEPP has not assisted
_ small firms; but unlike KEDS, which is dealing with
Completion Date: October 1994 established exporters, ANEPP’s most recent phase
Principal Objectives: has attempted to assist Ugandan firms in breaking

A iation Devel Originally. TA into new export markets, such as cut flowers to
ssociafion evelopmentorniginatly, was Europe. One of the challenges in Uganda is to estab-

intended to identify and then work with an ass0C13yish 4 critical mass of reputable exporters in order to

tion, but this was modified due to the immature na- , o
o . . overcome Uganda’s bad reputation in European hor-
ture of existing associations. The follow-up project

o i ] ~ticultural markets, which was established during the
initiated in 1995 (IDEA) will further pursue associa- first few years of attempts by inexperienced firms to
tion development. export products that were often of substandard qual-
NTAE Developmentncrease export earnings and ity and unreliable delivery. USAID/ANEPP’s Opera-
employment, identify new export opportunities, pro-tional Constraints Analysis Project (OCAP), under-
vide TA to exporters, and provide market informa-taken in conjunction with the ANEPP-supported
tion. Export Analysis and Development Unit (EPADU)
and VOCA (Volunteers in Cooperative Assistance),

Discussion: ANEPP is an example of a project = iive in th that it not onl
aimed at expansion of NTAEs through assistance tbs Inovative In the sense hat 1L Not only assesses

. : . . individual firm’s operational constraints for NTAEs,
medium-to large-scale firms that are just starting to
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but also follows through with assistance to specificsupport to these enterprises. Also, their dropout rate
firms to help them to overcome these constraintds very high and the increase in exports that can be
OCAP was successful in helping Ugandan exporterachieved in the short to intermediate term is less than
break into new export markets (e.g., crocodile skingan be achieved for support to medium-sized experi-
and vanilla), increase post-harvest value-added aenced exporters. Better project reporting is needed,
tivities (e.g., silk processing), and establish severatspecially that which links specific activities to data
new successful horticultural exporters to Europe (e.ggn increased NTAE exports. OCA activities need to
cut flowers). In the process of providing direct assisbe ongoing and annually updated. NTAE technical
tance to exporters, EPADU project managers gainedssistance is heavily dependent upon the skills and
an improved understanding of the most critical con€apabilities of the expatriate consultant(s). Direct OCA
straints facing agribusinesses in Uganda. This erexperience isrery useful to help policy analysts un-
abled a more in-depth understanding of the specifiderstand in-depth the needed policy enhancement.
policy modifications needed a}nd allows EPADU stgff Associations cannot be imposed on groups of
to be more forceful and credible advocates of policy . -
exporters, demand for the creation of an association
enhancement. It glso gave USAID a better focus forrnust come from the exporters themselves. Other-
the follow-up project to ANEPP: IDEA. . : . - .
wise, they will neither participate in nor support the
Impact: The value of all horticultural exports association. Embryonic subsectors will not support
increased from $410,000 in 1991/92 to $3.25 millionviable associations because there are too few poten-
in 1993/94, and may reach $8.4 million in 1995.tial members, they do not understand their support
Large firms are doing well. With ANEPP help, they needs well enough, and they are not deriving suffi-
have overcome many production and marketing conecient sales and earnings from the business to finan-
straints over the past two years and have identifiedially support an association.
new qpportunitigs. Import substitutign of packagingaz_2 Cooperative Agriculture and
materials and airport cold store assistance were sig-
nificant project-stimulated benefits, as was assistance
in crop variety adaptation work. ANEPP identified Sponsor:USAID
high-potential NTAE areas — flowers, spices, aSproject Value: $10 million
paragus, and leather leaf, plus regional markets for
maize and beans — and assisted with crop trials astart Date: 1991
well as helped overcome marketing constraints facedompletion Date: October 1994
by exporters of these crops. As to policies, EPADU_ = | o
personnel provided valuable help in improving theprIrICIIDaI Objectives:
enabling environment. Association Developmenrovide support to the
Conclusions:Subsector market opportunity stud- oilseed.processor.s association (UQSPA) to increase
ies were important for focusing project resources or‘%lomestIC proc_iw_:tlon and reduce |mports._ Create a
high-potential areas. Projects dealing with agricul-d_er)_"jlrtment within UCA (Uganda Cooperative Asso-
. o ciation) to export coffee on behalf of coffee coopera-
tural exports need a high degree of flexibility to be’
able to respond quickly to changing market condi- V&%
tions. It proved to be better to focus assistance on a Non-Traditional Agriculture Export Develop-
limited number of the larger exporting firms. To ment: Revitalize the edible oil industry, work with
achieve an acceptable return on project resourcesewly industrialized coffee cooperatives now licensed
however, significant capital and management experto directly export coffee.
tise needed to be in place in these firms. Intensive

direct TA t I and mi terori ) ) q Discussion: The most recent phase of CAAS
rec 0 smafl and micfo en .erprllsgs 'S o ""900 refocused efforts on providing direct assistance to
use of resources due to the inefficiency of direct

specific agribusinesses for the production and export

Agribusiness Support Project (CAAS)

27



of specific commodities. Assistance was provided td’roject Value: ECU 2.2 million (US$2.95 million)
a !lmlted number of district unions and pnmgry SO_C"Start Date: January 1994

eties that were believed to have the potential to im-

prove coffee marketing, increase the production ofompletion Date: 1996/1997

edible oil for domestic consumption, and increase Principal Objectives: Strengthen the Uganda

NTAES- Unfortuqately, due to inherent weaknessessjjk producers Association (USPA), an integrated
in most cooperatives in Uganda, CAAS has not beepqqycer—processor organization. Create a project di-

successful in creating viable cooperative institutionsyeciorate that the association will take over at the end
nor in establishing the appropriate role of cooperays o years. Bring about a sustainable increase in
tives as agribusinesses or as providers of services iy exports and smallholder incomes through a credit/
farmers. The original project assumption was thatyiension services package. Change USPA from an
low crop production was due to low use of inputs, SQynorter-led association to a more producer-oriented,

the project focused on improving input delivery 0o 4t jeast balanced, organization. Make the associa-
farmers. It turned out that the problem was not inpuj;, self-supporting in three years.

availability, but that returns to the farmer from the _ _ _ _
use of inputs were too low to justify their cost. (See Discussion:The Silk Sector Development Project

Erickson and Poulin, February 1994.) is supported by the European Union, but the sector
has also received assistance from USAID through

Impact: After redesign in 1991, CAAS increased gpapy for the creation of a Silk Producers Associa-

the capacityof selected cooperatives to produce andjsy. This is an example of NTAE development and
process sunflowerand helped make other coopera-yggistance to small farmers, because the silk is pro-

tives more knowledgeable about producing and margyced by many small outgrowers. It is also an inter-
keting NTAEs. However, only 5 percent of coopera-ggting example of an integrated association: that is,

tive members were affected by the project. an association with members that include both pro-

Export diversification work was started success-ducers and exporters. A Japanese silk company sup-
fully with the first exports of snow peas. About 4,000plies the silk worm eggs and buys the dried silk
tons of edible oil were produced in 1994 with the helg=0C0o0NS.

of matching grants given to 296 societies. The coffee  Thereis good potential for increased value-added
marketing board was privatized, and private sectok; the farm level (e.g., outgrowers will be drying
dialogue with the government has increased. A Maksocoons themselves in the silk development centers

ket price information system installed by the projectbeing constructed) because the EU plans to work
seems to be well received by members. with NGOs and women’s groups to do cocoon un-

Conclusions: Before undertaking a project to winding and silk weaving. Producers should benefit
provide support to and through an entity, assess tHgore from the new association than they did from
mid-to long-term viability of that entity, in this case original exporter-led association. The USPA could
the cooperatives. When members of associationgecome the driving force in the industry, providing
matched donors’ grants with their own funds, thesignificant inputs and financing to growers, but there
likelihood of project success increased significantlymay be friction between processor/exporter members
Good management is essential to cooperative or assa2d grower members. There is no clear plan to make
ciation success, especially as related to its ability téhe association self-financing, and the two-year
adjust to changing conditions. Where cooperative®haseover of significant services from external (EU)
are weak, associations that group producers and pré? association management seems overly optimistic.

cessors are a viable alternative. Impact: Membership originally consisted of two

5.2.3 Silk Sector Development Project exporters so the project insisted on opening member-
ship to producers. There are now 400 farmer mem-

Sponsor: European Union (EU) bers and one or two new exporter members.
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Conclusions: Association management must beand the association is trying to arrange for working
strong and must remain focused on a limited numbetgapital financing for its members. Adequate raw
of objectives. There must be a clear plan on how toaterial supply and spare parts are two other major
make the association self-supporting. MSE participaproblems for these businesses.
tion in NTAEs can be successful where the industry

is highlv labor intensi d not ital intensi g Given the importance of vegetable oil import
S hig .y abor |r.1 gnswe gn not caprial INtensIve ang, stitution (to offset the foreign exchange drain it
there is a specialized, niche market for the product,

o i . ) causes) and the number of farmers that would be
This is true of silk production. An integrated pro-

affected by a viable domestic oilseed production and

duce—exporter association may be the answer to worl(<:-rushing industry, a greater focus on the industry

ing with a product as complex as silk production andseems called for. However, are SME crushers the best

export. The industry also lends itself well to mtenswg(a” factors considered) leverage point? Is it likely

hands-on TA. Developing new export businesses '‘that domestically produced vegetable oil will ever

much easier with the significant technical and mar " . . .
_ _ _ _ ) become competitive with world market prices using
keting assistance of anternational firm.

oilseeds grown by small farmers and crushed by SME
processors, except in the highest transport cost loca-
tions? Where will the capital come from for economy
of scale crude production and refining facilities?

5.3 FINDINGS ON ASSOCIATIONS

Following are the key findings on the associations ,Th's new association, with merpbers_ from al!
reviewed in Uganda regions of the country, has the potential to increase its

members oilseed production. If the association is suc-

5.3.1 Uganda Oilseed Processors Association  cessful in helping members address and overcome

(UOSPA) their operational constraints, there should be a con-
Sponsor:USAID siderable increase in vegetable oil production. The

association may be able to arrange access to working
capital for members, but there is little funding for TA
to mill operators, most of whom are small. Plans for
Start Date: Association registered April 1994 multiplication of improved oil seeds are sketchy. While
support of UOSPA may benefit a few of the more

Objectives: Ensure availability of high-qualit . . . . .
. ) o .y- . gh-q y viable medium-sized crushers, it seems unlikely that
planting material via seed multiplication programs;.. . S . .
it will have a significant impact on offsetting veg-

secure working capital credit for members to pur- o . : o
J . P . . P ._etable oil imports and will have considerable diffi-
chase raw material (oil seeds); offer extension advice . .
. ) . . . dpulty becoming self-sustaining.
to oilseed growers; provide members with oilsee
milling technical training; assist members to find spare  Impact: Too early to assess.

parts; and market their output.

Project Value: $115,000 for first two years (grant
through CAAS project)

Conclusions: The best hope for these SMEs to
Discussion:The Oilseed Processors Associationsurvive is a strong association. However, very strong
is made up of SME oilseed processors. They arand effective management and years of donor support
predominantly marginally viable crushers who arewill likely be required for the most viable of the
caught between a limited supply of raw material andrushers to become successful. Some of the crushers
a market heavily influenced by donor sales/donationsshould investigate and develop specialty markets to
large competitor conversion of non—food grade oil toshield themselves from commodity imports. Others,
food grade, and the major (the largest crusher prowith the association’s help, should consider forming
duces 70 percent of output) crusher. These entreprgonsortia and consolidate their operations into the
neurs have limited mill management experience. Thepest facility, use others’ equipment for spare parts,
are receiving some TA from CAAS/VOCA experts and focus on sourcing raw material and marketing.
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With their consolidated volume, they could afford toProject Value: USAID contributed $36,000 in ex-
hire qualified technical, financial, and managerialtension services over last 3 years

personnel. Start Date: Association in the process of being

5.3.2 Uganda National Farmers Association formed

(UNFA) Principal Objectives: To increase production
Sponsor:DANIDA and export of vanilla.
Project Value: $4 million for first 5 years Discussion:This association is in the process of

being formed; until recently it existed in the form of
one vanilla producers group (around 2,000 members)
Completion Date: 1998 and one vanilla producers cooperative (2,000 mem-

Objectives:To raise the living standards of Ugan- bers) working with two vanilla exporters. The asso-
dan farmers through enhanced “voice,” and the pro¢iation will have a strong voice on policy matters
vision of financial and technical assistance. To belnfluencing the vanilla industry and make it easier for

come the premier agricultural organization in Ugandadonors and government to assist the industry through
one association. However, it must become member-

.Dtlfscussmn: The Ulgan;ja Nat;onal IFatr)mer(;s tfs_ driven, most likely more by the exporters (who want
sociation IS ah example of an extremely broad-baseg, \inued donor funding) than by the growers. Va-

association with an ambitious agenQa. Itis E’_‘ttemF’“”%ina production technology and marketing is provided
to replace the government extension service with %y McCormick

private countrywide extension service, financed by

donors initially, but eventually by the members them-  Impact: Too early to assess.

selves. However, there is some question as to whether Conclusions: The strong role of exporters will

the underlying objective of the UNFA leadership ismake it easier to ensure Uganda’s reputation for

political or developmental. reliable, high-quality vanilla, and the association is
UNFA is structured as a “bottom-up,” farmer- more likely to become self-sustaining (and be able to

driven organization based on subassociations. It noRay for field technical staff). However, exporters’
manages extension services in 15 of the 39 districi@bjectives will at times conflict with farmers’ objec-
of Uganda. Each district will identify two or three tives, and the integrated structure may weaken farm-
high-value crops to focus on. Market prices from 3¢€rS’ bargaining strength vis-a-vis exporters. In fact,

districts and information on recommended supplieréhe percentage of export value received by the farm-
are two important services. ers appears low at this time. Success of the associa-

tion will require hands-on support and balanced man-
agement by the main entrepreneur (Mr. Sekalala of
Lessons Learned:The UNFA suffers from a UVAN), who has been the driving force in industry
lack of focus and overambitious objectives. It is notand association producer and exporter interest devel-
clear how the association will generate sufficientopmentNewlocal NTAE industries require the strong
revenues to become self-sustaining. The founders agipport of aninternational firm.
very politically motivated and in fact the regional
association coordinator will work under a regional
government appointee. A key issue is whether th&ponsor:USAID
government extension service will allow itself to beProject Value: $250,000 in 1995
taken over by the UNFA.

Start Date: September 1993

Impact: Too early to assess.

5.3.4 Uganda Manufacturers Association

Objectives: Build Ugandan industry. Increase hu-
man resources capacity regarding business. Promote,
protect, and coordinate the interests of industrialists; act
Sponsor: Some support from USAID and APDF  as awatchdog and mouthpiece for members; initiate and

5.3.3 Uganda Vanilla Growers and Processors
Association (UVGPA)

30



facilitate discussions and exchange information amongonsistent adherence to an agreement between Kenya
members on issues of concern; advise government @and Uganda regarding grain trade.

key policies affecting the industry. Impact: The association is currently inactive so

Discussion: This 400-member organization was its impact is minimal.
formed in 1966, but did not become seriously active

il 1988. Aaribusi f_ ) tant part Conclusions:The regional grain export business
u? .It ' bgrl hl'Jsmtehss ILmtshare an @pgr ant partg heavily influenced by politics and government of-
of 1 membership, ) oug i € organization re,pr_eficials’ personal benefit-based decisions. As a result,
sents many types of industries. There are two distin- . . . .

. - _ predictability of grain prices and access to the Kenya
guishing characteristics of UMA: strong leadership

export market are very difficult. The grain export

and a highly professional consulting unit. The MeMy \ciness needs more support on seed quality im-

bership represents the “cream” of Ugandan manufac- . . . .
provement and extension services in order to increase

turers, and thus it can identify, attract, and compeng, quality and productivity of grain output. The

Zate t_OE:, m?nagemﬁnt/rlleadershlf antd. Cosnl\jléltagt'sv'oice” of the UGEA would be enhanced by a broader
ssociation leadership has an interest in S eﬁ1embership, but this should not dilute the interest

cause they believe SME succes_s 'S cru0|_al to thgnd impact of the larger exporters. One way to achieve
development of the Uganda business envwonmen%his would be to form an exporterand growers

USAID has worked with the UMA by funding the subassociation in a geographic area that has high

consulting unit and its work on SME projects. production potential. This would function as a dem-

Impact: The USAID-supported consulting and onstration/model of how producers, agricultural R&D,
SME activities are quite recent but appear to be off tthe extension service, and exporters could cooperate
a solid start. on an export market—focused project.

Conclusions: UMA is likely to play a strong 5.3.6 Uganda Horticultural Association
leadership role in developing Uganda agribusiness,

i i , 2T Discussion:The association, which has 80 mem-
but will need incentives to maintain an SME focus for . .
) i . bers, of which only 20 are exporting, has undergone
part of their efforts. It can be very effective for stimu-

several changes in recent years. For example, flower

lating policy change and stabilizing ImproVememsexporting members left the association because they

that have already been made, given its political Celt that their specialized needs were not taken into

cess and influence. This is an important role becausa?ccount; also there was “jockeying” for power at the

some public sector institutions remain skeptical of a%anagement level. Currently, the membership con-

emerging private sector. UMA needs funding to train_. . . .
sists of fruit, vegetable, and spice exporting compa-
staff and members. Its consultancy and SME devel-

 activiti {ill heavily fi d by USAID nies. The leadership of the association is now work-
opment activities are stift heavily inanced by "ing on forming a larger association with horticultural,

5.3.5 Uganda Grain Exporters Association flower, and grain companies organized into three
. o . . divisions. Members are generally in favor of this
Discussion:Association membership is reservedb | ati G il "
for exporters shipping at least $500,000 of grain ecause a farger orggnlza 'on can |nan’C|a y suppor
" an adequate secretariat. Most members’ problems are
annually. Initially there were 24 members, but there ) , )
- ._In marketing, not in production.
are fewer now due to the non-viability of the grain
export business, which was caused by fluctuating The concept of an NTAE association that in-
exchange rates (especially an appreciating Uganddudes the horticultural, grain, and floriculture asso-
Shilling), deteriorating seed (and therefore productkiations with divisions or subassociations focused on
quality, and high working capital costs. It seemsspecific subsectors would seem to resolve the “num-
likely that the UGEA will continue to flounder until the bers for voice versus focus for services” dilemma.
grain export business becomes more viable, primariliffhe question of vertical integration (producers, pro-

via the use of improved seed/cultural practices andessors, and exporters) versus horizontal member-
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ship has not been addressed. Bringing together tHeancial and technical expertise to client companies.
horticultural and grain exporters may not be that difdts technical department has qualified and experi-
ficult because they are both struggling, but they d@nced industrial/mechanical engineers and agricul-
have very different markets and service needs. Florturists who carry out in-depth technical appraisals
culture is very bimodal; that is, there are 2—-3 largeand offer free technical advice, primarily during the
integrated exporters and many very small growersapplication for and utilization of new financing or
Their very different needs (often based on flowerstartup.

type and target market) make it difficult for them to

oin with oth DFCU offers equity financing and long-term loans
join with others.

of between $100,000 and $1.5 million in either for-
Impact: Minimal because itis currently undergo- eign or local currency at competitive interest rates
ing organization/reorganization (cost +2 points and fee); larger projects can be co-

Conclusions: The leadership of the UHA believes flnanC(_ed _by their mternathnal §hareholders. DFCU s
ortfolio is 50 percent agribusiness-related, but agri-

that an NTAE association can be successful if it focusé%

. . ... __business loans are difficult to make. This is because
on common membership needs and avoids political

considerations (i.e., power struggles at the managemetrl?ie potential borrowers are geographically widespread,

level). Very strong leadership would be required forl'[ is difficult to set a value on rural land, and it is

such an NTAE association to be successful. Sg::f:l;lrtnts use land as collateral due to land tenure

Impact: DFCU’s 25 loans and 15 equity invest-

5.4 FINDINGS ON DEVELOPMENT ments include a vanilla processing plant and a horti-
FINANCING AND TECHNICAL cultural concern that exports roses to Europe. DFCU
ASSISTANCE ORGANIZATIONS appears to be quite successful and is providing a

significant volume of badly needed debt and equity to
The following profiles development finance and tech-larger private sector firms.

nical assistance organizations in Uganda. Conclusions: The shortage of viable projects to
5.4.1 Development Finance Corporation of finance and poor investment project “packaging” are
Uganda (DFCU) the main constraints to expanded business facing

DFCU. One method used to minimize defaults is to

Sponsor: Shares are held by Uganda Devel()p'make direct payment from loan proceeds to major
ment Corp. (UDC), Commonwealth Devempmemequipment suppliers. Due to heavy up-front startup

Corp. (CDC), German Development Co.rporatlorTcostS — project analysis and technical assistance —
(DEG), and International Finance Corporation (IFC);5rey can only support a reasonably large-sized

each holds 25 percent. project ($300,000+). Establishing borrower integrity
Start Date: Established 1964, refinanced at $2.5(source of wealth) has proved to be a major issue
million, and rehabilitated in 1990. because many potential borrowers have had close

L . . connections with previous governments.
Objective: Offer both debt and equity to client P g

companies in Uganda. 5.4.2 Africa Project Development Facility

iscussi ews i . APDF
Discussion:DFCU views itself as a key player in ( Uganda)

the current development boom in Uganda’s private  Sponsor:APDF is supported by the International
sector because it combines innovative financing anffinance Corporation, but several other agencies in-
efficient loan processing. It seeks serious entrepresluding USAID have provided funding.

neurs with well-prepared business plans and can pro- Objectives: APDF funds are often used to imple-

vide fast service to companies with experienced _mar}hent feasibility studies and packages and to solicit
agement and a clear focus. DFCU offers a mix Oﬁnancing for large ($500,000+) projects, some of
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which are in the agribusiness sector. In Ugandasmaller projects in sectors of particular interest to
USAID has encouraged and supported APDF to servidSAID would be very useful in Sub-Saharan Africa.

smaller projects in NTAE development. 5.4.3 Volunteers in Overseas Cooperative

Discussion: The Operational Constraints Analy- Assistance (VOCA)
s'zzzgam (OCfAP)Uu;::aDrlﬁlsEIF:’F.’dwagf.flr;anced sy Sponsor: VOCA is a Washington, D.C.—based
a grgntater identified a need | | oo program.
for soft funding to cover the startup costs of snow pea
and chili export businesses in Uganda. The snow pea Objectives: Provide TA to cooperatives and
project does not seem to be supported by a strorfgnall businesses worldwide.
commercial entity, SME or otherwise. Success for  piscussion: Under the VOCA program in

the Mantovu chili project has yet to be determined.Uganda, volunteers come from U.S. agribusinesses

The APDF normally requires a $250,000 minimumfor periods of four to six weeks. Assistance, which
size project because for projects below that level assedgust be requested by the client firm, is coordinated
ment costs and the cost of arranging financing are tddy the USAID ADO.
high relative to project size. However, with USAID’s USAID has provided VOCA with funding for
encouragement and financial support in Uganda, APDE g development, and the VOCA program in Uganda
has focused on projects needing at least $100,000 {8 focused on assisting NTAE. Volunteers worked
new investment. APDF’s normal lack of interest in thewith the Mantovu chili project — a VOCA volunteer

SME level for NTAE is not surprising given the cost of ,qyiged assistance to the chili producers and another
APDF-type assistance for smaller projects and the Sefifelped with drying, grading, and packaging. VOCA

ous difficulties SMEs face when approaching the expor o worked with APDF on financing the chili pro-
market by themselves. cessing enterprise.

Impact (potential): Can local consultants be de- Impact: Appears positive, but it is difficult to
veloped and supervised so that they can perform higifetermine comparative contributions because ANEPP,
quality assessments and help arrange financing fQ'fAAS, and VOCA were all involved in the chili

smaller projects. Most APDF work is currently done by, qiect, and the sustainability of the business is yet to
expensive expatriates. Can funds be pre-committed fyo getermined.

projects that meet established criteria so that work on a _
new project can be focused on the extent to which it conclusions:VOCA has noted that land tenure

meets these criteria, thereby making the feasibility andifficulties make “owners” hesitant to develop sig-
financing process more efficient? nificant investments in property with an uncertain

title. Post-visit reports from volunteers are a very

USAID support for APDF to work on smaller jmnortant learning tool, but are not always forthcom-
projects seems to have succeeded. ing.

Conclusions:Extensive use of expatriate profes-

sionals provides a degree of comfort to investors antt

financiers, but it also makes the minimum cost o5 FINDINGS ON PRIVATE
project assessment and financing arrangement quite AGRIBUSINESS ENTERPRISES

high; therefore only large projects can afford this
expenditure. It seems that the assessment and pack&g5.1 Agro Management Group Inc.
ing of smaller projects needs to be subsidized or to

have locals developed to the point where investor
and financiers are comfortable with their work.

Description: Agro Management Group Inc.
?Agro), a California corporation owned by the prin-
cipals of the RONCO consulting firm, was estab-

This positive experience suggests the¢gional  |ished to invest in agribusiness in developing coun-
pool of funds available to APDF to selectively developtries. Their first investment was in the production,
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processing, and export marketing of pyrethrum inAfrica Development Bank are potential sources of
Kabali, Uganda. funds.

Discussion:Before embarking on the investment, Impact: The project will provide a new source
RONCO made preliminary investigations and pro-of smallholder cash income, generate substantial em-
duced a feasibility study on production, processingployment, and provide foreign exchange earnings.
and marketing of pyrethrum, built around an assureégro had 100 percent equity in the venture prior to
market, and followed a strategy of close collaboratiorseeking additional financing. It is now in its third year
with its U.S. buyer. The project is demand-driven,of development and more than $1 million has been
and although risky, appears at this time to be a souridvested.

financial investment. Conclusions: The speed of implementation of

Agro adopted a vertically integrated approach tahis project (prior to the problems in Rwanda) attests
the project that allows it to control the critical ele-to the rapid response private sector investarsl
ments of the production system. Plant introductionfarmerscan make to a business opportunity. Small-
selection, multiplication, and distribution are financedholder farmers must be convinced that an investing
and managed by Agro. The company created its owoompany is sincere and is dedicated to implementa-
extension service to help some 4,000 contract farmet#on of its project; they want to see rapid action on a
obtain maximum results, and buys the flowers (fromsteady basis. High initial investment costs can only
which pyrethrum is extracted) from farmers throughbe recouped with high levels of production, obtained
its own purchasing department. This service is innoas early as possible in the investment cycle. Political
vative because it is completely financed by the invesand social instability continues to plague foreign in-
tor and is the first all-female buying service for avestors in Africa.

major export crop in Africa. 5.5.2 Ziwa Horticultural Exporters Ltd.

The 4,000 contract flower growers had 500 acres
(227 hectares) prOdPC'”g f"?"Y‘?rS by January 1993pany that produces roses and other exports on a 1,000-
20 months after the first feasibility study. Plans are t%ectare plot.
expand to 1,000 acres (400 hectares) with a target of
8,000 growers as more planting material becomes DiscussionZiwa’'s owner, Captain Roy, also owns
available. The project operates on a principle of systhe Dairo Air Freight Company and other farms and
tematic, fair, and on-time monthly payment for theranches in Uganda. On its 1,000 hectares, Ziwa has 1
produce delivered. To protect the smallholder farmehectare of roses grown outdoors and 2 hectares under
against inflation and devaluation in Uganda’spPlastic, plus some production of asparagus outdoors and
economy, Agro instituted a dollar-linked paymentleather leaf under plastic. The company employs 345

schedule where prices are adjusted to their dollapeople full-time, of which half are women, and another
equivalent each month. 30 people part-time. The facility includes a large cold

storage building and a packing/grading shed, as well as

Agro has reached this stage in the project USinﬁ'nsulated trucks. The manager is Ugandan; a Dutch

its own resources and $1 million from Ronco WIthomtechnical specialist is supplied by its Netherlands-based

recourse to either public funds or financial Cap'talagent. About 6 million stems were exported by air in

markets. However, Agro has encountered problemi994, partly on Sabena and partly on Captain Roy's air

because processing of the raw material into the fin- X y
cargo service. Development costs for “indoor” flowers

ished product —_pyrethrum_— was to be <_:arr|_ed ou’(gJlre about $500,000 per acre.
under contract with a plant in Rwanda, which is now

closed because of the conflicts in that country. Agro  Ziwa received a grant from USAID/APDF for an

is seeking additional financing of $2.2 million to build e€xpert to resolve asparagus production problems, which

a processing plant in Uganda. DFCU and the Eadtave delayed startup of this operation by two years.

Description: Ziwa is a privately owned com-
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Impact: While there have been no formal studies  Impact: The benefit of EPADU/ANEPP’s in-

of the impact of the enterprise on the surroundingsolvement has yet to be determined because, at the
area, there are reports sfibstantialpositive devel- time of this study Mrs. Ssali had not been able to
opment “indicators,” such as new and remodeledbtain financing for her expansion. EPADU/ANEPP’s
housing, increased use of the local private clinicassistance would have had a much greater impact if
increased school attendance, and the appearancetbéy had also been able to help her find the needed
roadside kiosks. This project is definitely not SMEfinancing as well as help her with the business plan
development, but the impact on employment andi.e., function more like APDF for smaller projects).
foreign exchange generation has beeny substan-

fial Conclusions: Moving from micro, local scale
ial.

production to export quantities requires significant
Conclusions: USAID assistance to help resolve capital and much supply continuity work. It is not
Ziwa's asparagus problems came at a critical time ininusual for there to be a stage where a seller has more
the development of the company and played a signifithan the local market can absorb but too little to
cant role in helping it through a difficult early stageinterest an importer. Micros operate with a very small
of development. Selective, high-impact assistance dftushion” and modest setbacks can jeopardize their
this type seems to represent a very high return tentire business. Micro entrepreneurs often need a
USAID resources. cash flow from other businesses/sources (e.g., from a
prepared food and liquor retail outlet for Mrs. Ssali)
to finance the development of their best prospects. A

Description: A female entrepreneur, Harriet Ssali, [ocal marketg and to get a return on less than export
owns and operates a flower producing and marketinguality production.

company.

5.5.3 Harriet's Flowers

Discussion: Mrs. Ssali started growing flowers
outdoors in the late 1980s and sold them in her owé'6
shop. She then imported seeds and bulbs and gave
some to other very small-scale women growers, whom
she also assisted with growing techniques. She used
her own vehicle to collect the flowers and sold themTlhe following is organized by key Area of Focus.
at wholesale and retail in her shop along with food5_6_1 Non-Traditional Agricultural Export
and beverages. The market for flowers has grown
rapidly recently due to increasing income levels and
the developing custom of taking flowers when visit-Lessons Learned

ing or participating in a celebration. She has talkeGg assistance to firms with reasonable (e.g., at least
with an agent in Europe about purchasing her flowers 3 percent) equity to invest, export experience,
but she has insufficient supply to meet his needs. A 41 reasonable human resources will provide the
related problem is that her outgrowers lack fundingto  ,ost immediate and measurable yield on project
expand production. One year her seeds and bulbs esources and the greatest impact on exports.
were stolen and she nearly went bankrupt. The highest yield on project resources will come

Mrs. Ssali developed a $1 million investment pro- ~ from focusing on afew high-potentialfirms.
posal for outdoor flower growing but lenders found that ~ (ANEPP)

she had insufficient collateral to cover the loan. Theg ap exporter must have a reasonablgll-estab-
Export Policy Analysis and Development Unit (EPADU) lished marketand an adequate knowledge of how
of ANEPP helped develop a proposal for a $240,000 5 serve it in order to achieve NTAE success.
financing package, with a business plan, for which Mrs. (ANEPP/CAAS)

Ssali is currently trying to find support.

LESSONS LEARNED AND
IMPLICATIONS FOR USAID
PLANNING

Development
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Conditions for successful smallholder participa-m
tion in an NTAE business exist when they in-
volve: (a) niche markets where producers have
very few alternative buyers for their output, (b)
low capital but high labor intensity, (c) a full
service (i.e., provides research results and exteny
sion) local exporter to support the business, and
(d) a well-established international market with
established buyers (e.g., McCormick and the Japa-
nese silk firm). (Vanilla and Silk Associations) ®

An integrated producer/processor association may
be the best approach to cooperatively develop an
NTAE industry that utilizes small producers. (Va-

nilla and Silk Associations) u

MSEs can rarely compete in NTAE unless they are
grouped together in an effective way. (ANEPP)

Anecdotal evidence indicates very substantial sec”
ondary benefits from support of larger projects.
(Ziwa)

The right TA well provided is greatly appreciated
by qualified entrepreneurs. There are very fe

An active advisory board that includes several
private sector representatives is needed for all
agribusiness projects. Private sector input should
be solicited early in the project design process.
(CAAS/ANEPP)

Project team real-world experience (as in EPADU)
is very useful for prioritizing and pursuing policy
reform. (EPADU)

Assistance should be focused on commodities
with a well-established potential market and a
reasonable understanding by the private sector of
how to achieve success therein. (ANEPP/CAAS)

Program flexibility and quick reaction time are
both essential for assistance to embryonic
subsectors. (CAAS/ANEPP)

Projects should try to achieve a balance between
high-value and low-value commodities (e.qg., hor-
ticulture and beans) to mitigate risk and maxi-
mize export earnings impact. (CAAS/ANEPP)

wp-6.2  Association Development

local technical and export marketing resources essons Learned

available in Uganda to potential investors..
(ANEPP/APDF)

Use the less exotic, easier to produce crops for
regional sales so SMEs have an opportunity to
participate with less risk. (ANEPP) The input/
output and risk factors for greenfield (startup)
development require the generation of a reason-
ably quick positive cash flon(Agro/Ronco)

Good TA is not likely to have a positive effect on
poorly managed entities. (CAAS)

Exports, not imports, should be the source of
export promotion funding. A fairly administered
industry development cess on exports is accept-
able to participants. (ANEPP/Silk Association)

Implications u

A comprehensive subsector opportunity analysis
is a very logical and important starting point for
a new project. (ANEPP)

A detailed OCA is needed very early in projects
(in some cases in the design phase) and must be
updated annually. (CAAS/ANEPP)
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Criteria for success of an association include: (a)
strong leadership with a longer term commit-
ment, (b) leadership that is trusted by members,
donors, and government, (c) minimal govern-
ment influence, and (d) a clear and relatively
narrow focus. (CAAS/ANEPP)

Associations integrating both producers and ex-
porting firms that sell to specialized non-traditional
markets are most effective when the exporters are
few in number. Exporters can work with a rela-
tively large number of outgrowers, but the interna-
tional buyer wants to deal with a very limited num-
ber of exporters to enable a cost-effective working
relationship. (Vanilla and Silk Associations)

Integrated associations provide donors the op-
portunity to successfully support non-traditional
export development while reaching small-scale
farmers reasonably efficiently. (Vanilla and Silk
Associations)

The vertically integrated association model is diffi-
cult to extend to other capital, timing, and specifi-



cation-intensive NTAEs such as cut flowers, wherem
the trend is to move away from reliance on
outgrowers, who are difficult to manage. (ZIWA) -

All association development projects need a for-

It is preferable to establish a new association
rather than try to fix an ineffective one. (ANEPP)

Large membership associations are often devel-
oped as — or become — political pawns. (UNFA)

mal determination of (a) the conditions that mUStImpIications

exist for association success (b) what programs

are needed to stimulate that success, and (c) wh® A serious assessment of an association’s (new or

it will cost to develop and implement those pro-
grams. (CAAS)

Matchinggrants for institutional development are
effective because they stimulate member involve®
ment and commitment. (CAAS)

Association management training, especially fi-
nancial management, is a high-yield donor con-
tribution. (CAAS) u

“Voice” usually requires large numbers, but ef-
fective services require a relatively narrow focus.
An umbrella (multi-subsector) association can
acquire the numbers needed for “voice.” (ANEPP)

existing) sustainability must be made prior to
providing support; guidelines for doing this are
needed. (CAAS/ANEPP)

Because association management development is
a high-yield donor contribution when done well,

it should be an important component of all USAID
association assistance projects. (CAAS)

Providing matchinggrants to associations will
help build membership and the credibility of the
association in the eyes of existing members; grants
should be for association projects, not for indi-
vidual members’ projects. (CAAS)

5.6.3 Small and Medium Enterprise

In associations with both large and small mem-
bers, “big tend to pay while small tend to use.”

Development

(ANEPP) Associations are not likely to develop Lessons Learned

until an industry gets beyond the embryonic stageg
that is, association development widlllow, not
precede industry development. It is difficult to
impose an association on exporters, the demand
for an association must come from them. (CAAS/'
ANEPP)

Associations and cooperatives have not succeeded
as investors due to indecisive managemem..
(ANEPP)

Work with troubled institutions, such as Ugan-
dan cooperatives, must be highly focused and
limited to those with potentially good managers.
Improving incompetentmanagement is very dif-
ficult, if not impossible. (CAAS)

Government involvement with cooperatives (and
probably associations) makes self-financing muct®
more difficult. (UNFA)

Social cooperation problems and conflict often
make association formation and success difficul®
and tenuous. (EPADU)
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Lack of equity and export experience are the two
most significant constraints to SME participation
in NTAEs. (ANEPP)

Small, marginal processors should not be sup-
ported until a serious study of their economic
viability is completed. (UOSPA)

Criteria for SME success in NTAEs seem to be:
existence of a niche market or one with few
alternative outlets, low capital/high labor inten-
sity, full service local marketer, and a well-estab-
lished market. (All)

MSE development and NTAE development project
objectives and implementation methodology are
likely to be quite different. (ANEPP)

SMEs have a very low tolerance for errors or bad
luck, given their marginal capitalization. (Harriet
Ssali)

SMEs will develop very slowly if they must
depend solely on their own resources. (Harriet
Ssali)



Implications

Effective intermediaries such as associations,
NGOs/PVOs, or an FADC are needed for effi-
cient support to MSEs. (All) [ |

Better guidelines are needed to determine the
viability/sustainability of firms being considered
for project/activity assistance. (ANEPP) [ |

A reasonably detailed input/output analysis must
be applied to MSE development activities.
(CAAS)

Consider a special/parallel program for MSEs

staffed with locals. (ANEPP) u

An “Implications for the Development of Indig-
enous SMEs” should be a required part of nearly
everyUSAID final report (similar to WID). (All)

5.6.4 Fhancial Services

Notes on Financial Services:Of the projects and

associations reviewed, DFCU and APDF are primarily
financial services providers. DFCU is focused on pro-
viding both equity and debt to investments, some o
which are in agribusiness. APDF’s normal activities are
to do feasibility studies and to package and solicit

of which happen to be in agribusiness. In Ugandam
USAID has supported APDF to serve projects smaller
than IFC’s norm in NTAE development.

CAAS’s matching grants to district cooperatives

are not commercial finance (no payback is expectedl
but seem to represent one of the most effective
components of the project. The fact that grants must

be matched by local cooperative members (often in-

kind) significantly affects the impact of these grants.

The associations assessed in this report all plan to

geographic spread of agribusiness projects (par-
ticularly where roads are poor), and the difficul-
ties of pledging rural land as collateral. (DFCU)

The shortage of viable borrowers and poor invest-
ment “packaging” are the main constraints, not a
lack of available funding. (DFCU, ANEPP, APDF)

To minimize defaults on loans, lenders much con-
duct rigorous appraisals and the borrower should
supply a minimum of 50 percent of the equity in the
venture. The lending institution should make direct
payment to suppliers for major purchases of equip-
ment funded by its loan. (DFCU)

Investments that receive donor project support
and TA have a much better chance of success
than those that do not. (EPADU)

A reasonably large project ($300,000+) is needed
to justify the cost of a detailed feasibility study.
(EPADU/APDF) The lower the value of the in-
vestment, the less likely that the cost of the finan-
cial services will be recovered. (ANEPP, DFCU)

Land tenure problems make it difficult to use land
as collateral for loans. (VOCA)

additional financing for large ($500,000+) projects, Somémpllcatlons

Given the importance of financing and of TA to
larger private investment projects, both of these
elements must be programmed into any donor-
supported project of this type. (EPADU)

Local analysts can and should be developed to do
appraisals on and to prepare proposalsrfaller
projects. (EPADU)

More effective and efficient ways to provide
financing (equity and/or debt) to MSEs or through
associations need to be developed. (All)

arrange financing for members, but the Silk Associatio% o .

) i . i ] .6.5 Monitoring and Evaluation
is the only one with funds built into its supporting
project. The National Farmers Association and the OilLessons Learned
seed Processors Associatjglan to arrange for financ- g
ing from commercial banks on preferential terms based
on borrowers’ membership in the association.

Lessons Learned

B The main challenges to successful financial ser-

vices providers are the integrity of borrowers,
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Annual association membership satisfaction sur-
veys are needed. (CAAS)

There is a need to monitor the percentage of the
export price that producers receive from market-

ing boards or associations that are assisted by
donors. (CAAS)



There is a need to monitor the frequency ofs
assistance and the actual contribution made to
projects by private sector advisors. This is needed
to ensure that project managers are utilizing pri-.
vate sector input efficiently as well as to measure
the impact of those inputs. (All)

Training program results should be monitored aly
the end of the program and six monthster
program completion. (CAAS)

The analysis of broadly based linkages betweeli
NTAE growth and rural income improvements
needs considerable enhancement. (ANEPP/
CAAS)

An association must have a specific plan and.
time-frame for reaching financial sustainability,
especially regarding sources of funds. (ANEPP)

Information is needed on theecondaryimpact
of assistance to large firms to assess the full
impact of these projects. (ANEPP/ZIWA)

The cost of a major project should be related to
the direct value of its results. (ANEPP)

Local universities can help establish baseline and
control samples that can later be used to measure
the change stimulated by a project. Control
samples would be useful to determine what por-
tion of improvements are due to changes in the
environment and what portion can be directly
attributed to the project. (CAAS)

Implications

B Every project must produce concise, timely, and

input/output-oriented quarterly reports with a clear
focus on overall and sub-part deliverables. These
progress measurement reports must be reviewed/
managed by USAID personnel on a timely basis.
(ANEPP/CAAS) "

Impact measurements need to be broken down to
show results by the size of firm. (ANEPP)

Much more input/output analysis is needed; that
is, an analysis of direct benefits versus direct
costs. This needs to be done for project compo-
nents as well as for the overall project. (CAAS/
ANEPP)
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When project assistance is limited to or heavily
focused on indigenous firms, measure the progress
of indigenous firms only. (ANEPP)

An association must have a specific plan and
time-frame for reaching financial sustainability,
especially regarding sources of funds. (ANEPP)

More random beneficiary sampling should be
used rather than the current project management—
guided sampling. (CAAS)

If M&E systems rely on macro measurements
(e.g., growth in total exports, sector total employ-
ment), why limit assistance to indigenous firms?
(ANEPP)

Quantitative macro performance measurements
should not be used to monitor the success of
MSE development projects. It is very difficult for
these projects to have any significant direct im-
pact on macroeconomic measurements within the
time-frame of a typical USAID project. (ANEPP)
Value addedhttributed to all USAID agribusiness
projects in Uganda must reach $25 millipedr

by 2000 to achieve a 10 percent Economic Rate
of Return (ERR) on expenditures through 1994,
yet the maximum projected fruit and vegetable
exports in the year 2000 is only $20 million.
Flower and other exportsttributable to USAID
projectswould have to be very large to reach the
target growth rate. (All)

5.6.6 General Recommendations

Private sector advisors need to be used more
extensively, especially in project design, because
they have highly relevant experience that can be
utilized to improve the efficiency and effective-
ness of private sector projects. (All)

Enterprises need reasonable equity and marketing
expertise before a return can be achieved on
project assistance. (ANEPP)

As much emphasis should be placed on effective
and full enforcement of existing policies and regu-
lations as on the creation of new ones. (All)

Real-world project team experience is very im-
portant to help prioritize and pursue policy re-
form. (EPADU)



A good subsector prioritization model based on
market potential, comparative advantage, OCA,
and availability/interest of human resources is
needed very early in commercial projects. (CAAS/
ANEPP)

Detailed OCA is needed very early in a project
(including design) and must bepdated annu-
ally. (CAAS/ANEPP)

Because marginally viable institutions will not m
achieve post-assistance sustainability, project de-
signers should perform a detailed assessment of
entity viability beforeproviding support. Guide-
lines are needed for making this determination
(CAAS/ANEPP)

Delivering high-powered TAdirectly to small
projects and entities is inefficient. (ANEPP)

Smooth, logical, and timely project succession isa
vital to maintain local confidence in USAID ac-

tivities. (ANEPP/CAAS) .

Semiannual project review forums (%2 day with a
broad group of beneficiaries, local government
officials, and private sector representatives and
% day with the project team) can be very useful
to help coordinate the project, improve its effec—.
tiveness, and enhance its local “ownership.” (All)

All expatriates working on projects should have
local hire counterparts. (ANEPP)

There is a strong need for USAID managers to
work closelywith the management of supported
project activities, especially as related to
deliverables reporting and management. (DFCU)

Keeping policy improvement “on the burner” is
the only way it will get accomplished. Therefore, "
all projects must contribute suggestions for high-
impact policy enhancement as well as how these
improvements can be best accomplishedm
(ANEPP)

There may need to be some additional clarifica-
tion and coordination between the objectives ands
activities of the Mission’s agricultural develop-
ment and private sector development efforts.
Agribusiness is a very important sector in Uganda,
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5.6.7

and contributes a great deal to the economy;
more important, however, is its potential to lead
significant economic development. The possibil-
ity of agribusiness not getting sufficient empha-
sis because it “falls in the crack” between agri-
culture and private sector areas of responsibility
should be avoided.

Issues Deserving Further Study

Is broad-gauged baseline data really necessary?
Isn’t measuring and monitoring progress of as-
sisted firms satisfactory to determine the impact
of a project or activity? (ANEPP)

What is the best way to determine if an institution
(cooperative, association, service entity) is sal-
vageable or if another should be developed in its
place? (CAAS)

How can exporter control of integrated associa-
tions be avoided? (USPA/UVEA)

How does a project focus on NTAE but retain the
flexibility to apply similar TA to the much larger
domestic and regional markets, especially for
firms that will eventually become exporters.
(ANEPP)

What is the best way to determine if existing
cooperatives or new associations should be sup-
ported? (CAAS) How effective is most general
market information? The big firms say they do
not need or use it and the small firms do not know
how to use it. Do we have effective ways to
measure the usage of market information versus
the cost of providing it, especially by type of
information and type of user? (ANEPP)

How can timing and usage control problems with
PL 480 funds administered by local governments
be avoided? (CAAS)

How can UMA be made financially sustainable,
especially its consulting division? (CAAS/
ANEPP)

Can associations be used to improve input supply
and replace outmoded state and/or cooperative
channel(s)? (ANEPP)



Why has there been no formal OCA report from
ANEPP since late 1992? (ANEPP)

The silk and vanilla examples show that NTAE®R
development and broad-based development (i.e.,
reaching out to many small farmers and women).
are not mutually exclusive. What is the potential
for outgrower/contract grower schemes involv-
ing small farmers in cropsther thanvanilla and
silk? (Vanilla and Silk Associations) u

What is the best and most efficient way to mea-
sure the full social and economic impact of sup-
port to large-scale enterprises (e.g., Ziwa Rose®
under ANEPP)? This needs to be assessed in
order to address criticisms of this type of assis-

41

tance; that is, giving assistance to the large enti-
ties who need it least. (Ziwa/ANEPP)

Is ERR a useful measurement for projects work-
ing in very embryonic environments? (All)

How do donors best balance a policy reform
project’s need for independence from govern-
ment with its need for “access”? (EPADU)

Did CAAS use EPADU'’s subsector studies as a
guide for which sectors to support? (CAAS/
ANEPP)

What is the appropriate future role for coopera-
tives in Ugandagribusinessor in the provision
of services to agribusinesses? (CAAS)



Appendix A

Detailed Project Assessments*

A -1 KEDS 6) What new agribusiness opportunities have re-
A -2 KESSFA sulted from the activity?
A -3 SEPSO 7) What monitoring and evaluation mechanisms, sys-
tems, and indicators can be suggested?

A -4 K-MAP
A-5 ANEPP 8) What relevant lessons can be learned from this

i activity? What mechanisms worked and did not
A -6 CAAS work, and how could the impact be improved/
A - 7 Silk Development Project enhanced?

9) What are the relevant implications for USAID

* Refer to the detailed questions which follow for an project design and imp|ementation?

explanation of the titles used under the Output column.

1)

2)
3)

4)
5)

10) What new mechanisms or interventions can be
suggested to increase the effectiveness of these

What project or activity objectives are relevant to g o
projects or activities?

the areas of focus chosen for study?

How are these aspects of the activity innovative‘.; 1) What are the indicators of project success that
can be suggested, and what is the best way to

What performance indicators were or are being  monitor those indicators?

used to monitor/measure impact of the activity? i )
12) What other useful information should be reported

How are external influences being managed? and what are the main unresolved issues?
How successful have the relevant interventions
been?
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Appendix B

Association Profiles

B-1 KESSFA
B-2 AAK

B-3 FPEAK
B-4 UVEA
B-5 USPA
B-6 UOSPA
B-7 UNFA
B-8 UMA

B-9 UGEA
B-10 VHA
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B-1 Association Profile - KESSFA

Kenya Small Scale Farmers Association (KESSFA)

Basic Objective

Number of Clients
Years in Existence
(offering services to
clients)

Operating Budget
Percent Self-Financing
(or goal toward becom-
ing self-financing)
Annual Donor Support
% Post-Harvest
Agriculture Business

Number of staff

Major Strengths*

Major Weaknesses*

Assist small-scale horticultural farmers in organizing into self-help groups; act as
a broker between these groups & exporters.

2,817 farmers (Nov. 1994), organized into 107 (SHGs)

1 year; formed in 1993
Key personnel are from Kenya National Farmers Union, also supported by HSF.

$226,000 Annual revenues: KShs 791,479 (US$16,000)

< 10%; no specific plan to become more financially self-sustaining, but goals are
15-20% for year 2, 20-30% for year 3, & 40% by year 4.

KShs 10.5 million (US$210,000)

100% fresh horticultural products; in future would like to work on increasing value-
added activities by members.

4 secretariat staff

Allows small farmers access to competitive export markets that they would not
have as individuals.

Training programs very well received.

Seed supply & what to plant suggestions both important.

Very well focused/limited in scope (geographic & number of members).

Limited ability of members to pay membership dues & think about the longer
term.

No credit available for members.

May be some tribal favoritism.

Lack of transport availability from areas without good roads.

Highly seasonal business, thus excess capacity off season.

Bulk versus value-added ratio is too high.

* Primarily member/client defined
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B-2 Association Profile - AAK

Agribusiness Association of Kenya (AAK)

Basic Objective

Number of Clients
Years in Existence
(offering services to
clients)

Operating Budget
Percent Self-Financing
(or goal toward becom-
ing self-financing)

Annual Donor Support

% Post-Harvest
Agriculture

Number of Staff

Major Strengths*

Major Weaknesses*

Facilitate networking between agribusinesses & strengthen linkages between
micro enterprises & large-scale producers & processors; promotion of agribusi-
ness dialogue especially with financial institutions; & lobbying.

21 firms

Formed in 1992

Not fully active

Plans for study to examine the range of services to be offered to members by the
assn. & possibilities for income-generating activities with the goal of attaining
financial self-sufficiency within a 3-year period.

Seeking USAID funding of Secretariat: $450,000 for 3 years

> 80%

Proposed secretariat staff: 4 full-time, 1 part-time

Members include the most successful agribusinesses in Kenya; potential lobbying
power is high.

Lack of a thorough understanding of specific information & service needs of
members & their willingness to pay for these services. Small-scale & large-scale
members likely to have very different needs; not clear how linkages between the
two are to be fostered.

* Primarily member/client defined

65




B-3 Association Profile - Uganda Oilseed Processors Association (UOSPA)

Fresh Produce Exporters Association of Kenya (FPEAK)

Basic Objectives

Number of Members
Years in Existence
(offering services to
clients)

Operating Budget
Percent Self-Financing
Annual Donor Support
% Post-Harvest Agricul-
ture Business

Number of Staff

Major Strengths*

Major Weaknesses*

1) The collective representation of the fresh produce & floral industry in all
matters related to potential government legislation & intervention (original objec-
tive).

2) Providing services; bringing new technologies & information to members (new
additional objective).

> 200; around 50 active members

Established originally in 1975; formal secretariat established for first time in 1992;
new & more active board of directors elected in 1994.

$65,000 (1994)

70%

$30,000 (1994)

100%

2 part-time; 6 board members, 1 part-time.

Industry-specific association allows good focus on meeting members’needs. New
emphasis on provision of marketing, technical services (e.g., new varieties);
funding/financial information to members is more demand-driven than previously.
Market News Service—eveloped & financed by KEDS. Most value is to medium &
small firms.

Dealing with a membership not yet aware & educated on benefits of a trade
association (e.g., relatively unsophisticated managers, many of whom are farmers
who recently started exporting).

Insufficient emphasis on sea freight rate reduction.

* Primarily member/client defined
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B-4 Association Profile - UVGEA

Uganda Vanilla Growers and Exporters Association (UVGEA)

Basic Objective

Number of Members/
Clients

Years in Existence
(offering services)

Operating Budget

% Self-Financing
Annual Donor Support
Costs versus Returns of
Support

Number of Staff

Major Strengths*

Major Weaknesses*

Increase production & exports of vanilla

Around 5,000 producers & 2 exporting firms

This assn. is in the process of being formed; until now it has existed in the form
of one vanilla producers group (around 2,000 members) & one vanilla producers
cooperative (2,000 members), working with 2 vanilla exporters.

Not clearly established; assn. charges 2,000 Shs to join; 1,000 Shs/year fee.
Plan is for salary of 27 technical field staff (now being paid by USAID/EPADU to
be paid for by assn. (timeframe not clear).

Searching for donor support; have received assistance from USAID for the last 3
years. APDF feasibility study assistance.

USAID spent around $36,000 on extension services to farmers over the 3 years;
$25,000 on experts; results: an increase in vanilla exports from $40,000 to
$900,000 from 1990 t01994.

27 technical field staff; cost to USAID: $1,000/mo. for 3 years

Have a strong voice on policy matters influencing the vanilla industry; will make it
easier for donors & government to assist industry through one association; must
become member-driven, perhaps more by the exporters (who want continued
donor financial assistance) than by the farmers themselves; will make it easier to
ensure Uganda’s reputation for reliable, high-quality vanilla; will be easier to
become self-sustaining (& pay for field technical staff) if exporters are also
members.

Exporter objectives will at times conflict with farmers’ objectives; may weaken
farmers’bargaining strength vis-a-vis exporters. Success will require ongoing
hands-on support and management by the main entrepreneur. Producers percent-
age of export value appears low at this time. UVAN dominates exports but the
owner has been the driving force in industry & association development.

* Primarily member/client defined
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B-5 Association Profile - USPA

Uganda Silk Producers Association (USPA)

Basic Objective

Number of Members/
Clients

Years in Existence

(offering services)

Operating Budget

% Self-Financing

Annual Donor Support

% Post-Harvest Agri-
business

1) Revenues

2) Clients

Number of staff

Major Strengths*

Major Weaknesses*

Bring about a sustainable increase in national export revenues & smallholder
incomes through the development & strengthening of the commercial sericulture
sector.

At first, USPA consisted of 2 exporters; when the EU agreed to support them,
they insisted on USPA being open to farmers; now have 400 members, & are
seeing 1 or 2 new exporters entering the business.

4 years; new integrated assn. started in Jan. 1994

1.3 million Ush average over first 3 years. Ush 60,000/member (US$50) needed
for sustainability

Goal to be self-financing in 3 years; however, EU does not appear to have a clear
plan on how this will be accomplished.

ECU 2.2 million over 3 years; includes silk development facilities & farmer loan
facilities.

100%; Good potential for increased value-added at the farm-level (e.g., farmers
will be drying cocoons themselves in the silk development centers being con-
structed); EU plans to work with NGOs & women’s groups doing silk weaving.

To be determined. However, by the end of the second year it is supposed to be
managing most project activities, which are projected to require 4-5 full-time
professionals.

Producers should benefit more from the new assn. than from the original ex-
porter-led assn. current chairman (also exporter) is seen as fair & impartial & has
been a positive driving force behind assn. & industry development. Conceptually,
the USPA will become the driving force in the industry providing significant inputs
& financing to growers.

May be friction between processor/exporter & grower members; no clear plan to
make assn. self-financing. Two-year phaseover from external (EU) to assn.
management of significant services seems overly optimistic.

* Primarily member/client defined
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B-6 Association Profile - UOSPA

Uganda Oilseed Processors Association (UOSPA)

Basic Objective Ensure availability of high-quality planting material via seed multiplication pro-
grams; secure working capital credit for members to purchase raw material; offer
extension advice to oilseed growers; provide members with oilseed milling
technical training; assist them to find spare parts; market their output.

Number of Members/ 40-0; 20 paid members

Clients

Years in Existence Registered April 7, 1994; just starting up. Need help in drafting association

(offering services) structure, by-laws, organization, etc.

Operating Budget 107,135,000 UShs for 2 years (from USAID/CAAS project)

% Self-Financing Only 0.6% for 1994 from 20 members, who each paid 15,000 UShs membership
fee

Annual Donor Support $115,000 USAID/CAAS grant for first 2 years

% Post-Harvest Agri- 100%

business

Number of staff 1 Administrative Secretary; hiring a Project Manager

Strengths* Potential to increase oilseeds production. Members come from all regions of the

country. If assn. is successful in helping members address & overcome their
operational constraints, there should be a considerable increase in vegetable oil
production. The association may be able to arrange member access to working
capital.

Major Weaknesses* Lack of member business & oil processing technical skills. Many members not
financially viable. Some believe UOSPA's role is to channel donor funds to
members. Members as of yet not using the assn. to lobby. Under the wings of
UCA. No overall plan for developing the oilseed sector. Largest number of
members account for a very small % of production (70% is by 1 firm). Very little
funding for TA to mill operators. Plans for quality oil seed multiplication are
sketchy.

* Primarily member/client defined
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B-7 Association Profile - UNFA

Uganda National Farmers Association (UNFA)

Basic Objective To raise the living standards of Ugandan farmers through enhanced “voice” & the
provision of financial & technical assistance. To be the premier agricultural
organization in Uganda.

Number of Members 40,000 in 15 districts; Ush 1,500 to join; 1,000/year.

Years in Existence Approximately 3 years. Formally established Sept. 1993. Major member needs

(offering services) perceived to be credit facilities & marketing services/information.

Operating Budget Around $4 million for first 5 years

% Self-Financing Plan: 10% in first year; 20% in 2nd; up to 100% by 10th. Membership proceeds
go 60% to district & 40% to headquarters.

Annual Donor DANIDA has provided $4 million for the first 5 years. Chief Technical, Extension

Support & Marketing Advisors from DANIDA. Early funding from USAID, World Food

Program, & FAO.

% Agribusiness 100%; heavy focus on inputs—credit & extension—but some on market informa-
tion (domestic S/D balancing).

Number of Staff 30 full-time; 15 of which are located in the 15 districts where UNFA is currently
fully operational

Strengths* UNFA is structured as a “bottom-up” farmer driven organization based on sub-
assns. If successful will eventually replace an ineffective government extension
service; now manage extension in 15 of 39 districts. Each district will identify 2—3
high-value crops to focus on. Market prices from 39 districts & recommended
suppliers are two important services. Sponsors national agricultural exposition.
If 70% of farmers join, will represent 63% of the population.

Major Weaknesses* Lack of focus; objectives very ambitious. Not clear how association will generate
sufficient revenues to become self-sustaining. Founders are very politically
motivated. Regional association coordinator will work under regional government
appointee. Will current government extension service allow themselves to be
taken over? Will assn. workers, especially for supplier recommendations be,
“influenced” by less scrupulous vendors?

* Primarily member/client defined
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B-8 Association Profile - UMA

Uganda Manufacturers Association (UMA)

Basic Objective

Number of Members/
Clients

Years in Existence
(offering services to
clients)

Operating Budget

% Self-Financing

Annual Donor Support

% Post-Harvest Agri-
business

Number of staff

Strengths*

Major Weaknesses*

Build Ugandan industry. Increase human resources capacity regarding business.
Promote, protect, & coordinate the interests of industrialists; act as a watchdog
and mouthpiece for members; initiate & facilitate discussions & exchange informa-
tion among members on issues of concern; advise government on key policies
affecting industry.

410 ordinary plus some associated members; related associations & affiliated
members; suppliers to industry

Formed in 1966; serious activation in 1988

$654,000 for UMA secretariat; membership fees range from $55 to $380 depend-
ing on company size; consultancy financed by USAID. Income includes gate fees
to UMA-owned trade fair grounds.

Secretariat - 98%, 2% from British Council; consultancy financed by USAID.

$255,000. Substantial USAID grants to the Consulting unit for policy & feasibility
studies, joint government/private sector forums & 2 young MBAs on UMA staff.
USAID also supports its consultancy work with SMEs. Total 1995 USAID support
$250,000.

Major area of emphasis; both NTAE & import substitution (e.g., vegetable oils).

24-member board; UMA secretariat (chm., v. chm., sec. & treas.) has 16 staff (7
graduates); the consulting and Information services group has 8 full time, gradu-
ate consultants.

Strong, competent leadership. Focus on informing members of business potential
(e.g., market—where & what) policy modifications needed, and availability of
inputs. Interested in establishing export quality standards. Has a consultancy unit
to help both SMEs & large companies. No financial accountability problems. Very
conducive relationship with government & the president. Young, highly qualified
professional staff.

Large firms in Uganda are relatively small in global terms. Some public sector
institutions very skeptical of an emerging private sector & try to inhibit its
progress. Some policy (e.g., selective tax exemption) and enforcement (smug-
gling) issues make it difficult for the private sector. Need more funding for training
of staff and members. Consultancy still heavily financed by USAID.

* Primarily member/client defined
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Uganda Grain Exporters Association

Need to export $500,000 to join (serious export-Hl
ers only). -

Initially there were 24 members there are fewer
now because the grain export business becanﬁ
nonviable due to fluctuating exchange rates, de-
teriorating seed (and therefore product) quality,
working capital costs; and few pay but many
want benefits.

The regional grain export business is heavily
influenced by political and government officials’
personal benefit decisions. Therefore, it is very

difficult to predict price and access.

|
The grain export business needs more support on

seed quality improvement and extension services
in order to increase the quality and productivity
of grain output.

The problems and likely solutions to the grain
export trade are known; the challenge is getting

it done.
|
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Uganda Horticultural Association
80 members; only 20 are exporting.

It has undergone several evolutions and is still
evolving.

The flower exporters broke from the association
due to their perceived specialized needs and lead-
ership “jockeying”; now the membership con-
sists of fruit, vegetable, and spice companies.

Association leadership (from Fruitpack) is now
trying to develop an NTAE association with hor-
ticultural, flower, and grain companies organized
into three divisions.

A larger association is wanted because the larger
the membership the greater the voice and the
greater the amount of funding available for a
secretariat.

USAID/VOCA did a Horticulture Assn. feasibility
study, but their proposal for its structure was
excessively farmer based.

Most members’ problems/needs are in market-
ing, not production.

Horticultural association leadership believes that
an NTAE association can be successful if it fo-
cuses on common membership needs and avoids
political considerations (i.e., power management).
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Appendix C

Development Financing Organizations

Development Finance Company of Uganda
(DFCU) -

Africa Project Development Facility (APDF)
Kenya Trust for Private Enterprise (KTPE)

Development Finance Company of Uganda
(DFCU)

|
Established in 1964 during the beginning of
Uganda’s development, refinanced at $2.5 mil-
lion and fully rehabilitated in 1990.

Ugandan company, with most of its shares held
by foreign entities. Shareholders, at 25 percent
each are the Uganda Development Corporation
(UDC), Commonwealth Development Corpora- g
tion (GDC), German Development Corporation
(DEG), and the International Finance Corpora-
tion (IFC).

View themselves as key players in the current
development boom within Uganda’s private sec-
tor because they combine innovative financing.
and efficient loan processing; looking for serious
entrepreneurs with well thought through busi-
ness plans; gives fast service to companies with
experienced management and a clear focus.

Offers long-term loans of between $100,000 and.
$1.5 million in either foreign or local currency at
competitive interest rates (cost +2 points and
fee); larger projects can be shared with their in
ternational shareholders.

Will invest equity of between $50,000 and
$800,000 for up to 50 percent (like redeemable
preferred shares).

|
Staff: 3 expatriates, 12 Ugandan professionals,
12 administrative.

Portfolio 50 percent agribusiness related; agri—.
business loans are difficult due to the geographic
spread of the businesses and the difficulty of
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valuing and using land as collateral.

Has seen a rapid growth in its long and medium-
term shilling and foreign currency finance portfolio
in the last five years; this growth is attributed to the
company’s ability to identify profitable projects, get
the finance on line in the shortest time possible, and
offer its services at a reasonable cost.

Examples of the 25 loans and 15 equity invest-
ments include: UVAN, the first vanilla process-
ing plant set up in 15 years and enjoying a high
demand on the export market; Nile Roses, a hor-
ticultural concern that exports roses to Europe;
and Capital Radio, one of the first FM stereo
radio stations to go on the air in Uganda,

Offers a mix of financial and technical expertise
to client companies; technical department has
qualified and experienced industrial/mechanical
engineers and agriculturists who carry out in-
depth technical appraisals and offer free techni-
cal advice.

Do rigorous potential project appraisals using
own staff, establish extensive conditions prece-
dent with clients, and pay their suppliers directly
after verification of specifications and appropri-

ateness of purchases.

Provide some advice on inputs but minimal post-
loan supervision.

Biggest challenge is finding borrowers with in-

tegrity; viable borrowers/projects are the limita-

tion, not the availability of funds; professional

project management is in short supply and is
expensive.

Escape (how they get their money and returns
back) is sale of shares to entrepreneur or similar
company, no stock market.

In the near future will form a leasing company
that will lease out assets with no collateral secu-
rity. Such assets may include production tools



and equipment, automobiles, office equipmentocus his energies on the project, and brought in a

and furniture, computers, and the like.

C-2 Africa Project Development Facility

(APDF), Uganda activities

chili expert to look at production and marketing is-
sues. As is often the case, the entrepreneur is not
willing to risk committing himself totally to the project

(i.e., he is still involved with various other things and
B OCA program in Uganda was financed by adoes not focus his energies on this project). It is
USAID grant after USAID/APDF identified a unclear whether this endeavor will be successful.

need for soft funding to cover startup costs of
export businesses in Uganda (e.g., bringing in
outside experts to manage projects such as rose
exports, since no such Ugandan expertise exists).

B Need isnot unigue to Uganda, although in more
developed countries (e.g., Kenya) there is more-
technical expertise available locally.

B Suggests that a regional OCA-type pool of funds
available to APDF would be very helpful since
the are a number of USAID projects in SSA, and
APDF management would like to be able to tap
into a regional fund in order to contribute their
expertise to these projects where and when afi
propriate.

B Main reason APDF requires a $250,000 mini-
mum size project is that below this the costs are
too high relative to project size; that is, the same
amount of time and other resources tends to be
invested for a $250,000 project as for a $5 mil-H
lion project,

B Two Uganda examples where APDF has bent
their minimum size rules for USAID (with as-yet
uncertain results) include: u

Snowpea production-group of smallholders in south-
west Uganda: interesting example of USAID assist-
ing at the production end with no clear marketing
channel in sight. No exporter in the area was willingll
to take on the risk of exporting snowpeas for the
farmers group. Without this vital link (ideally estab- -
lished before production), it is not likely that the
undertaking will succeed (i.e., it may turn out that
these producers would be better off growing maize).

Matovu chilies—total project value of $180,000;
entrepreneur puts up roughly $50,000 (i.e., less than
APDF’s normal 40 percent of total project cost mini-
mum). APDF has invested a tremendous amount of
time trying to get this (apparently) entrepreneur to
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Is proposing to use one or two local consulting
firms, with APDF’'s oversight and training; will
then go down to projects of $100,000, but not
lower; however, the lower the dollar value, the
less able APDF is to recover costs,

Is no doubt that APDF’s services are needed at
the lower level; issue is the cost-effectiveness of
providing these services; since smaller firms do
not need the samptensityof services, it should
be possible to provide them at a lower cost.

Kenya Trust for Private Enterprise (KTPE)

Purpose was to strengthen Kenyan institutional
and human resource’s capabilities to assist firms
via equity financing; 20-40 businesses were to
be expanded and/or restructured and total new
investment, employment, output, foreign ex-

change generation, and tax revenues increased.

Industrial Promotion Services Ltd. (IPS), an ex-
isting company, and Kenya Equity Management
(KEM), a new company, were the intermediaries
for equity funds dispersement.

All but one of the macro measurements (in-

creased tax revenues) were met, but there is
minimal evidence this was directly influenced by

the project.

Basically the market was not ready for and did
not perceive the need to use venture capital.

Kenyan firms typically operate with a very high
debt; toequity ratio and prefer financing via addi-
tional debt versus sharing equity with others;
owners do not even want to share accurate finan-
cial information with potential partners; inad-
equate market opportunity information and lim-
ited entrepreneurial capabilities means good new
ventures are not very numerous; third party in-
vestors are rare due to the minimal “protection”



available for their investment.

Overall project goals were unrealistic, and would
be unrealistic even for fully developed venture
capital markets such as those in the US. u

IPS operates as a holding company, directly man-
ages its investments, and “rolls” very few (25
percent in 30 years) of its investments.

. |
KEM operates more as a merchant banking com-
pany than as a provider of venture capital,

There is considerable uncertainly about whethe
the venture capital managerial resources at IP
or KEM were sufficient for the task at hand.

USAID resources allocated to the project were
insufficient to support one, much less two, ven-
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ture capital firms; there was also insufficient
monitoring, guidance and interaction between
KEM and USAID and IPS and USAID.

Due to the devaluation of the KSh in 1993, the US$
value of the trust was decreasing since there were
few foreign exchange-based investments and the
returns were insufficient to offset devaluation.

If the project objectives were to experiment on
and learn about the applicability of venture capi-
tal in Kenya, this was realized.

USAID program designers and implementation
managers had an insufficient understanding of
venture capital in embryonic markets.
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Appendix D

Private Enterprise Profiles

Karzan

Standard Chartered Estate Management (SCEM)

Lonrho
|
Echuka Farms
Ronco Pyrethrum Project
Ziwa Horticultural Exporters =

Karzan

Karzan is a medium-size of flower exporter with a
good export market that can not grow using small-
holder sourcing. With the shift in the EC market to®
direct (versus auction) sales, Karzan is using con-
trolled Joint Venture (JV) production arrangements

to meet the quality requirements of this market.

In business 3+ years; mostly non-roses.

Works with three categories of suppliers; small
independerutgrowers(6 -7 million stems/year),
commerciaklients (35 million stems), andV or
owned production (currently 4 million stems).

Has about 110 smadutgrowers whose plots are

between 0.5 and 2.5 acres. u

Collects from outgrowers by truck and land
cruiser; very few deliver to Karzan's (K) cold

store. u

Provides fertilizer and some planting materials,
but only to outgrowers theknowwill sell them
flowers.

Grades flowers at the cold store and pays 2
times/month on a graded basis. m

Outgrowers ability to expand is minimal due to
capital requirements (cold store) and a limited
market size for the easier to grow outdoor variet-
ies.

Clientsare larger growers who have from 10-20
acres each; they grade their own flowers (som®
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roses under plastic), have their own cold stores,
and deliver to Karzan they range from a bottler to
experienced horticulturists.

Karzan helped clients establish their operations
and provides ongoing TA (by the 2 Karzan own-
ers) and marketing; clients pay Karzan a com-
mission for this service.

Karzan consolidates clients’ shipments, markets
via their Dutch agent, receives payment from the
EC customer, subtracts their commission, and
pays the client.

Capital availability is also a constraint for the
smaller clients since cold stores and transporta-
tion equipment is expensive.

Have recently developed 20 acres of “controlled”
production under lights as JVs with a few of their
best growers,

JVs will accept Karzan’s advise and know how
to manage or hire professional farm/operations
managers; smaller firms do not have the scale to
do this.

Use one agent in Holland and sell 70 percent to
auctions (under quotas) and 30 percent direct to
wholesalers.

Dutch growers started the two auctions and
therefore foreign quotas are being reduced.

Agent provides daily prices via fax.

Agent can market more flowers, especially via
direct sales, than Karzan can ship.

Expect nearly all business expansion to be from
own/JV production due to ability to control out-
put type, quality, and timing; the direct market
(highest growth channel) willreject off spec
product, not just pay a lower price as at the
auction.

Their JV based expansion will be in specialized,
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high-technology varieties to minimize competi- B
tion, maximize price, and thus reduce the relative
importance ( percent) of freight cost.

Freight was $1.75/kg in late 1994 and $1.86 in
1993; the flower shippersogethernegotiated a MW
lower rate (Ethiopia is $0.95/kg.).

Excess of $0.12/kg. goes to HCDA. |

FPEAK’s impact not impressive, but they did
help resolve the Kenya Air Freight handling prob-

lem. |

Kenya's advantage is year-round production (i.e.,
off-season supply to Europe.

Standard Chartered Estate Management u
(SCEM)

SCEM manages vast production acreage for larg
owners, cooperatives and multi-shareholder farming
companies. Their full service approach has resulted

in almost no defaults in a very large (KSh 70 billion)

agricultural portfolio. Their efforts at consolidating B

smallholders into larger more efficient units have not
been very successful, usually due to “social” prob-

lems.

17 years of experience in estate management;
acquired by Standard Chartered in 1984. [ |

Has 217 employees and manages 277,100 acres
producing coffee (30 percent of Kenya’'s acre-
age), tea, sisal, sugar, wheat, mixed farming, hor-
ticulture, and ranching; largest estate manage-
ment company in Sub-Saharan Africa.

Standard Chartered resources (mostly loans) to
enterprises SCEM manages are KSh 70 biIIiorh
(US$1.4 billion).

Objectives are to expand and protect Standar
Charter's commitment to Kenyan agriculture (cur-
rently 23 percent of its loan portfolianhd effec-
tively manage owners’ operations.

Package includes finance, management, input su%-
ply, accounting, and sales agency. i

Agree on business plan and budget with owner(s
at beginning of the year and take full responsibil-
ity for implementing agreed plan.
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Draws down pre-established credit lines (secured
by property and the crop) for inputs, sells output,
and pays off loansthen pays ownerffom sale
proceeds.

Input supplies are directly imported in bulk with
extensive back-up inventory.

Some estates are jointly owned by cooperative or
shareholder groups therefore second party pro-
fessional management minimizes internal dissent.

Have an in-house training facility for farm and
estate managers; each managed estate has an
SCEM-hired manager,

Also does feasibility studies, turn-key projects,
and provides TA to financial institutions (e.g.,
IFC and APDF).

Agency business most straight forward when a
marketing board is involved, thus price informa-
tion is well known.

Has had poor experience managing consolidated
acreage of small horticultural growers; political
considerations, differences of opinion among
members, and their accounting system prefer-
ences cause problems.

Developed a plan for a large project for consoli-
dating many smallholder dilapidated coffee plan-
tations, rehabilitating them, and providing
SCEM'’s full services; the rehabilitation would
need donor financing and this is still being con-
sidered by the EU; could not include smallhold-
ers of less than 5 acres due to the administration/
reporting costs versus potential revenue.

Have similar estate management activities in
Ghana, Zambia, Malawi, and Zimbabwe.

Provided initial assistance to Ziwa's (Uganda)
asparagus and leatherleaf startup, but this was
not very successful and an ANEPP-provided con-
sultant from California had to take over.

Lonrho

&onrho is a diversified mega agribusiness in the Kenya
context and is extensively backward and forward
integrated. It makes extensive use of contract grow-



ers but provides model farms, high-technology in-H
puts, and its own extension service. It also does most
of its own applied research.

Agribusiness division has 4,000 employees. H

Highly integrated, high-technology production,
processing (much high value added), and market-
ing— both export (18 percent, mostly regional)
and domestic (82 percent) — organization. u

Originally in forestry, cereal production, and cattle

farming; now one of Kenya'’s largest producersD-4

of timber products, seed maize, waddle extract.
mushrooms, milk, cattle, pigs, poultry, pork, and
beef products (also ostrich farming).

Important consumer brands include Farmer’s
Choice (85 percent processed meats market share),
Eldore, Flamingo, and Kenmosa.

50 percent of meat raw materials from own
farms, 50 percent from “small” farmers.

Supply semen, breeding guilts, and feed to con-
tract producers.

Have the largest refrigerated food distribution
system in Kenya; also distribute other’s productsm
including Echuka Farm’s yogurt.

The efficiency of full integration, professional
management, and scale economies results in
highly competitive processed meat exports.

Lonrho provides the technology, capital, and in-
ternational marketing expertise and the Kenya
small farmer his labor and the raw material.

Breed Boran cattle and are exporting both semen
and embryos.

Have game reserves attached to their cattle ranches
as a means to help preserve game in a self-financ-
ing manner (i.e., via tourism ([Lonrho Hotels]).

Wattle operations use 85 percent outside sourc-
ing.

Mushroom operations use wheat straw and spent
wattle bark.

Use outgrowers for seed potato multiplication. H
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Provide own extension service for all higher tech-
nology contract production and most extension
services for other contract production.

Have an agricultural research budget similar to
Kenya Agricultural Research Institute’s and work
on similar projects since KARI's results are not
always applicable/suitable to Lonrho.

Use nucleus or model farms to develop and dem-
onstrate the best agricultural practices.

Ronco Pyrethrum Project

Agro Management Group Inc. (Agro), a Califor-
nia corporation owned by Ronco principals, es-
tablished to invest in agribusiness in developing
countries; first investment was the production,
marketing, and processing of pyrethrum in Kabali,
Uganda for export; project provides a new source
of smallholder cash income, generates substan-
tial employment, and provides foreign exchange
earnings; Agro had 100 percent equity prior to
seeking additional financing; project now in its
third year of development and more than $1 mil-
lion has been invested.

Ronco undertook preliminary investigations and
produced a feasibility study on production, mar-
keting, and processing of pyrethrum; built around
an assured market, and following a strategy of
close collaboration with the U.S. buyer of the
product, project is demand-driven, and although
risky, is a sound financial investment.

Undertaking all phases of the production, mar-
keting, and processing of flowers in Uganda; this
vertically integrated approach allows control of
the critical elements of the production system;
plant introduction, selection, multiplication, and
distribution are financed and managed by Agro;
company created its own extension service to
help some 4,000 contract farmers obtain maxi-
mum results; farmer gets high returns to land and
labor inputs while Agro gets greater production
and reduces marketing costs by obtaining greater
quantities of flowers in a more concentrated area.

Created own marketing service to buy the flow-
ers from farmers; this service is innovative be-



cause it is completely financed by the investor
and is the first all-female buying service for a
major export crop in Africa; hired the agents and
trained them in how to operate a buying centerg
(currently nine); believes in the principle that
service to client farmers based on honesty and
integrity is essential to the company’'s welfare

and profits.
o L _n
Second principle is systematic, fair, and on-time

payment for the produce delivered; pays all farm-
ers monthly, clearing the books on all purchases
made up to the 20th of the month by the 1st of the
following month; to protect the smallholder farmer B
against inflation and devaluation in Uganda’s
economy, instituted a dollar-linked payment
schedule where prices are adjusted to their dollag
equivalent each month.

Have 35 of own extension agents and 2 employ-
ees working at a 15-acre closed government re-

search station doing varietal and cultural applieqy_g

research.
|

Contract growers had 500 acres (200 hectares)
producing flowers by January 1993, 20 months
after first feasibility study; will expand to 1,000 u
acres (400 hectares) with a target of 8,000 grow-
ers, as more planting material becomes availablem
speed of implementation attests to the rapid re-
sponse private sector investors and farmers can
make to a business opportunity; smallholder farm-.
ers must be convinced that an investing company
is sincere in its promises and dedicated to its
execution and want to see action take place rap-
idly and on a steady basis; high initial investmentl
costs can only be recouped with high levels of
production, obtained as early as possible in the
investment cycle. -

In areas that have the correct elevation and cli-
mate, farmers can earn up to $750 per hectarﬁ
with little input besides land and labor; this ex-
ceeds almost all other possible crops; expect
48,000 rural people to benefit from the project;®
farm income will increase $1.5 million/year in
the growing area.

Is committed to leaving up to 10 percent of ®
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project profits with associations or groups of
local pyrethrum growers to empower them to be
an economic force in the Ugandan economy.

Has reached this stage in the project using its
own resources and $1 million from Ronwaith-

out recourse to either public funds or financial
capital markets.

Had contract with a plant in Rwanda to process
the product; political conflict resulted in the plant
being closed; now must build own processing
plant.

Next phase is seeking financing for a $2.2 million
investment in a processing plant that will create
125-150 additional jobs.

Expect to get financing from IFC, East Africa
Development Bank and DFCU (and possibly
OPIC) in April 1995 and to export the first prod-
uct in early 1996.

Ziwa Horticultural Exporters Ltd.

Located in the Mukono District; 50 km. from
Kampala on 1,000 acres,

Owned by Captain Roy, who also owns Dairo Air
Freight and many farms/ranches in Uganda.

Has a Ugandan manager; their full-time Dutch
technical specialist supplied by their Holland-
based agent.

345 full-time employees (half women); require
20 people/ha. for growing and picking and 10
people/ha. for grading and packing.

Have 1 ha. roses outdoors and 2 ha. roses under
plastic (yield around 7.5 tons/acre/year); also grow
asparagus outdoors and leatherleaf under plastic.

Large cold storage and grading building plus own
insulated trucks.

Start-up costs for roses under plastic are in the
area of $500,000/acre.

Use drip irrigation with fertilizer supplied via
irrigation, use 600 cubic meters water/day from
own sources; spray pesticides 3 times/week.

Have problems with consistency of power sup-



ply so own generator required, which runs fre-l Received atechnical grant from the OCA USAID/
guently, public power is comparatively (to other APDF project for $96,000 to help resolve aspara-
exporting countries) expensive. gus problems; California asparagus grower did

B Air freight costs $1.60/kg on Sabina and $1.85 the j_op,bUt they have been delayed 2 years with
on Dairo ($0.05/stem); this compares to $2.10 in the initial problems.
Kenya; air freight runs about 25 percent of saled No formal impact studies, but on-site manage-
price. ment reports major positive development “indi-
cators” in the surrounding area, (e.g., housing
construction/remodeling, private clinic volume,
school attendance, road side kiosks).

B Costs other than air freight run another $1.00;
average sales price is around $6.00/kg.

B Will export around 6 million stems in 1994,
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Appendix F

List of Persons Interviewed

KAMPALA, UGANDA

Victor Amann

Philip Mikos
European Union
256-041-233303

Agricultural Cooperative Development International Sami Moussa

256-041-258898

James Cartwright
ISTI

James Dunn
USAID
256-041-257285

Duane Eriksmoen
USAID
256-041-235879

Ddingiro-Lwanga Geoffrey
ZIWA Horticultural Exporters Ltd.
256-041-244241

David Heemsbergen
Volunteers in Overseas Cooperative Assistance
202-383-4961

William Kalema
UMA Consultancy and Information Services
256-041-236182

Sam Kibalama-Katumba
Horticulture Exporter Assn.

Matthias Kibuka
USAID
256-041-244087

Rita Laker-Ojok
ATI
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African Development Bank
225-204636

J.S. Mugerwa
Makerere University
256-041-542277

James Mulwana
Uganda Manufacturers Association
256-41-236148

Edison Mwange
Makerere University
256-041-542277

Prof. Erisa Ochieng
Export Policy Analysis and Development Unit
256-041-231363

Rick Phillips
Development Finance Company of Uganda Ltd.
256-041-256125

A. Sekalala
UVAN Limited
256-041-243490

Karim Somani
CEl
256-041-250212

Sam Tulya-Muhika
International Development Consultants Ltd.
256-041-244725



Holly Wise Henry Ogola
USAID Kenya Fertilizer Assn.
254-2-331160

Jane Ulman
Fred Zake APDF
UMA Consultancy and Information Services
256-41-236182 Amin Gwaderi

House of Maniji Ltd.
254-2-555944

NAIROBI, KENYA

Victor Pratt
Dean Alter Kenya Management Assistance Programme
USAID 254-2-220853
254-2-331160 x500

Bernhard Lohr

Joe Carvalho IPM Horticulture
USAID 254-2-569071
John Flynn Joseph Gichuki
USAID/REDSO/E SEPSO Ltd.

254-2-448576
Herbert G. Muhia

Kenya Small Scale Farmers Association Peeush Mahajan
254-2-724904 East African Growers Ltd.

254-2-221145
Christian Hegemer

Hanns Seidel Foundation John Ngatia
254-2-742054 Meridien Securities Kenya Ltd.
254-2-339068
John James
APDF Russell Clark
. LONRHO Agribusiness (K)

Mr. Kiplagat 254-2-214752
AAK

. P.F. Jenner
Michael Klesh Standard Chartered Estate Management Ltd.
USAID/REDSO 254-2-216378

254-2-331160 x2358
Dennis Weller

Zaine Maniji USAID

Carzan Flowers 254-2-331160 x2239

lan Morrell Peter Herrman

FPEAK Friedrich-Naumann-Stiftung

254-2-442321
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John Kashangaki
Agriconsult Ltd.
254-2-227834

Matesh Gohil
Kenya Management Assistance Programme
254-2-220853

Thomas Hobgood
USAID
254-2-331160 x70

Migwe Kimemia
USAID
254-2-331160
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Paul Guenette
Kenya Export Development Support
254-2-221106

Ngure Mwaniki
Agriconsult Ltd.
254-2-227834 x5

Dennis McCarthy
USAID
254-2-331160

Jairosi Ochino
Cargill East Africa Ltd.
254-2-22929



Notes

Statement of Work: Monitoring and Impact Assessment*
of Innovative Approaches to Agricultural Marketing Sys-
tems Development, See Appendix E.

USAID Kenya defines micro enterprises as those with
fewer than 10 employees, small enterprises from 10 to 50
employees, medium enterprises from 50 to 100, and
large enterprises more than 100.

The information for this discussion was obtained entirely
from secondary sources.

89

USAID support to agribusinesses began in 1984 and first
focused on the rehabilitation of agro-enterprises. ANEPP
was initiated in 1988 and its first focus was on policy
reform. Phase Il (1990-1992) replaced the use of CIPS
with NPA and PL 480 and along with policy reform
began to emphasize direct assistance to agribusinesses
and a focus on a limited number of specific NTAE
commodities. The most recent phase (1992-1994) and
the focus of this study, has continued NPA in support of
policy reforms and an increased emphasis on direct assis-
tance to agribusinesses.
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